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EDITORIAL COMMENT 


LIMITATIONS OF THE POLITICAL 
CAMPAIGN 


HERE are at least two questions 
that should be omitted from con- 
troversy in the political campaign 
under way. 
The first has to do with our relations 
to the war in Europe. So alike are the 


platforms of the two parties in dealing 
with these relations that it is practi- 
cally impossible to distinguish between 
them. They are both vague, intended 
to meet the views of those of contrary 
opinions. 

At any rate, our relations to the Euro- 
pean War will not be determined by 
anything said in either of the political 
platforms, but by developments abroad. 
As Washington said of the draft of 
the Federal Constitution, “The event 
is in the hands of God.” 

The second problem that should not 
be made a matter of politics has to do 
with the national defense program. 

It has been charged, on the Demo- 
cratic side, that the Hoover Adminis- 
tration did little or nothing in prepar- 
ing for national defense, in comparison 
with what has been done by the present 
Administration. Republicans charge 
that much money has been spent by the 
latter, with very little to show for it. 

These recriminations have no point 
to them. It is of no earthly use to in- 


dulge in futile bickerings over what 
Democrats or Republicans may have 
done or not have done in the past. It 
is of the utmost concern what the Amer- 
ican people are doing now speedily to 
put the United States in a position of 
impregnable defense. 

Without getting into a white heat 
over a matter as to which there can be 
no two opinions, campaign issues will 
not be lacking. Or, should they be, 
Mr. Roosevelt and Mr. Willkie might 
give some thought to making the high- 
ways safer for our own people. 

Those who favor the New Deal and 
the third term will vote one way, and 
those who oppose another. But in re- 
gard to national defense, it is believed 
substantially all will vote one way. 
“Divide as we may in our own native 

land, 


To the rest of the world we are one.” 
© 


“THE COMPTROLLER OF THE 
CURRENCY” 


T was stated in the last Annual 

Report of the Comptroller of the 
Currency that the title given above 
“has been inappropriate for many 
years.” This statement obviously rests 
upon the fact that the chief duty of this 
official is no longer concerned with the 
circulating notes of the national banks, 
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as was formerly the case. The national 
bank notes are now being retired, and 
on October 31, 1939, this retirement 
had proceeded so far that there re- 
mained only $180,700,000 of these 
notes still outstanding. The paper cir- 
culation of the country now consists 
principally of Federal Reserve notes 
and silver certificates. 

But does the fact that the national 
bank notes are about to disappear en- 
tirely warrant the conclusion that the 
title “the Comptroller of the Currency” 
is now inappropriate? 

The major part of the currency of 
the country no longer consists of bank 
notes of any kind, but of checks drawn 
against demand deposits. And while 
the duties of the Comptroller are now 
of a general supervisory nature, these 
duties still largely relate to the cur- 
rency—to checks on banks. 

It would be a simple matter to give 
this official a name considered less in- 
appropriate, although it is questionable 
that any other title, like Comptroller 
of Banking, would be more appro- 
priate. 

The title is one whose existence is 
coincident with the National Banking 
System, and national bankers have long 
been accustomed to its use. They would 
need some time to get accustomed to 
a new designation. 

Of more importance than a mere 
change of title of this official is the pro- 
posal, made in recent years, to abolish 
the office altogether—a proposal which, 
it is believed, bankers do not generally 
favor. Clearly, the office is one whose 
occupant should be far removed from 
political influence, and but little con- 
cerned with the general credit policies 
of the Federal Reserve Board. His job 
is primarily that of supervising the op- 
erations of the national banks, to aid 
in preserving the soundness of these 
institutions, to see that, so far as prac- 
ticable, checks drawn against deposits 
shall not be discredited by the insol- 
vency of the banks—that the real cur- 
rency of the country (bank checks) be 
kept good, thus rendering his title 
“Comptroller of the Currency” not en- 
tirely inappropriate. 


OUR BANKS IN WAR 


F,LSEWHERE in this issue of THE 

BANKERS Macazine will be found 
a study by A. Philip Woolfson of the 
effects of mobilization upon our com- 
mercial banking system. There may be 
those who will consider this study as 
premature, or even of an alarming. na- 
ture. But from what has been happen- 
ing in Europe, one may easily learn the 
consequences of not looking ahead and 
of failing to take into consideration the 
changes which involvement in war may 
bring. Could this country keep out of 
war by its desire to do so, that would 
be one thing; if it must become in- 
volved in war by having it forced upon 
us, that is another thing. And it is this 
eventuality. which the country must 
keep in mind. 

Dr. Woolfson has discussed in detail 
some of the restrictions that will inevi- 
tably be imposed upon the banks, and 
the special conditions under which they 
will operate, should this country find 
itself at war. It. should be helpful to 
the banks to have this information 
available in case of need. 


© 
THE HAVANA CONFERENCE 


HE recent meeting of Ministers of 

Foreign Affairs at Havana, Cuba, 
adopted a series of measures for deal- 
ing with both political and economic 
affairs in the twenty-one countries com- 
prising the Pan American Union. The 
political measures are designed to meet 
a possible situation due to the exten- 
sion of German influence in the West- 
ern Hemisphere, and specifically relate 
to the transfer of sovereignty over cer- 
tain foreign possessions in Latin Amer- 
ica. In the language of the declaration, 
“the American republics would con- 
sider any transfer or attempt to trans- 
fer sovereignty, jurisdiction, possession 
or any interest or control in any of 
these regions to another non-American 
state as contrary to American senti- 
ments, principles and rights of Ameri- 
can states to maintain their security and 
political independence.” 
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Should this declaration be violated, 
the countries agreeing to the pact may 
take over the provisional administra- 
tion of the invaded nation. 

It is plain that this declaration is 
aimed at France and the Netherlands, 
hoth of these countries having posses- 
sions in the Western Hemisphere, and 
both now being under the domination 
of Germany. The practical question 
that arises is as to whether a transfer 
of sovereignty to the existing govern- 
ments in these two countries would con- 
stitute a transfer in the light of the 
Havana declaration. The Netherlands 
maintains a government in England, 
and this government does not contem- 
plate any change of sovereignty over 
ts possession in America. But whether 
ihe London government or that which 
Germany sets up in Holland will pre- 
vail remains to be seen. With France 


the case is somewhat different, the 
Vichy regime representing such gov- 
ernment as that country has at present. 

On the economic side the Havana 
convention expressed the view that “the 
American nations should do that which 
is in their power to fortify their econ- 


omy, to augment their commerce and 
economic relations with each other, to 
project and apply adequate methods to 
solve difficulties, disadvantages and 
dangers that derive from the existing 
perturbation and dislocation in current 
conditions.” 


For bringing these conditions about, 
various coOperative measures were pro- 
posed, covering many praiseworthy ob- 
jectives whose early attainment must 
be regarded as highly improbable. 

While the deliberations of the Ha- 
vana Conference remain to be imple- 
mented by the respective governments, 
they did represent in both the political 
and economic spheres a nearer approach 
to a realization of unified action than 
has heretofore existed. 

As this is written, a bill is pending 
in Congress to increase the capital of 
the Export-Import Bank by $500,000,- 
000 for the purpose of making addi- 
tional loans to the Latin-American 
countries. A pending resolution pro- 


vides for free trade between the Ameri- 
can republics. 

It is apparent that our concern over 
Latin-American trade does not arise so 
much out of fear of our losing that 
trade as over what may happen to the 
Latin-American countries if their loss 
of the European market is not compen- 
sated by trade with this country. The 
solution of the problem is complicated 
by the similarity of products in Latin 
America and the United States. 


© 


AMERICAN BANKERS 
CONVENTION 


ROM the 22nd to the 26th of this 

month, the American Bankers Asso- 
ciation will be in session at Atlantic 
City, New Jersey—an appropriate place 
to meet for the purpose of considering 
problems of practical interest to bank- 
ers in the management of their banks, 
and also for rest and recreation. 

While the country is, officially at 
least, at peace, the bankers will be com- 
pelled to take into account the immedi- 
ate problems which the national de- 
fense program entails, and also the re- 
moter problem of our possible involve- 
ment in the war. So far as relates to 
the ability of the banks to supply funds 
to meet defense requirements, no real 
problem exists, and even war itself 
would find them well prepared and 
ready to respond to whatever calls 
might be made upon them. 

But aside from fulfilling these obli- 
gations, bankers can render an impor- 
tant public service at this time by im- 
pressing on Congress and the people 
the necessity for a prudent use of the 
national credit. Under present condi- 
tions it is easy to regard lightly the 
appropriations of billions and a con- 
templated deficit of upwards of $5,- 
000,000,000 for the current fiscal year. 
The desirability of restraining spend- 
ing enthusiasm by confining it strictly 
to necessities must be something of 
which the bankers are fully cognizant, 
and to which they will give plain and 
forceful attention when they convene at 
Atlantic City. 
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A NEW INDEX OF PRODUCTION 
ANNOUNCEMENT was made in the 


August issue of the Federal Reserve 
Bulletin of the adoption of a new index 
of industrial production. Both the new 
index and the old relate only to the 
production of minerals and manufac- 
tures. It is stated that the principal 
difference between the two is that the 
new index shows much more growth 
in the country’s industrial output than 
was shown by the former index. The 
old index averaged 99 for the years 
1935-39, which is the base period se- 
lected as 100 for the new index. The 
revised index has shown much more 
growth over an extended period, rising 
from an average of 87 in the years 
1923-25 to 100 in the new base of 


1935-39. In 1937 the new index aver- 
aged 3 per cent above the 1929 level, 
whereas the old index averaged 8 per 
cent below 1929. In June, 1940, the 
new index was 121 per cent of the 
1935-39 average and, if calculated on 
a 1923-25 base, would be 139, as com- 
pared with 114 for the old index. 

The appearance of this revised index, 
showing increased production under 
the New Deal, while a national politi- 
cal campaign is in progress, must be 
regarded as a pure coincidence. Only 
the critics of the New Deal would have 
the hardihood to think otherwise. 
Whatever the origin of this increased 
production, the fact that it seems to 
have taken place, and at a greater rate 
than has previously appeared, must be 
regarded with satisfaction. 


Clear Thinking, Patience, Fortitude Needed 


EVER before has there been a greater need for « 

closely knit and smoothly working organization than 
now exists. The business of finance has never been free 
from perplexing problems; and today with a great war 
raging abroad, and with a constantly changing national 
economy, it is imperative that those of us who are charged 
with the responsibility for wisely and safely investing the 
savings of millions of thrifty people do it with prudence 
and with more than ordinary care. 

With every banker rests a great responsibility—an in- 
escapable responsibility not only to the people of his com- 
munity, but to the community and to the nation as a whole. 
This year, perhaps more than any other since the great 
World War, will there be need upon the part of every 
banker for clear thinking, much patience, great fortitude. 
The stamina and good judgment of bankers as a class ma) 
be tested—tested in the months to come more severely than 
we now suspect. Let us, therefore, look forward to the 
future firmly determined to give a good account of our 
stewardship, and let us resolve to work together for the 
common good of banking as a dignified profession.— 
Samuel R. Park, President, Michigan Bankers Association. 
in a recent association bulletin. 
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pies and reputation, tra- 
dition and precedent, strength 
and experience, — these are in- 
tangible but forceful reasons for 
the maintenance of bank rela- 
tionships. 


Yet even these will lose their 
appeal to hard business judg- 
ment unless supported by a 
record of efficient service consis- 
tently maintained. 


We have been providing complete 


facilities for every correspondent 
bank need for more than 136 
years. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$43,000,000 


Member of Federal Deposit Insurance Corporation 
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M-DAY AND YOUR BANK 


By A. Puitip WooLrson 


Financial Editor, The War Coordinator, The Research Institute 
of America, New York, N. Y. 


HE problems raised for the com- 

mercial banking system by the 

speeding up of our national defense 
program give only the faintest indica- 
tion of what awaits the commercial 
banks in the event this country becomes 
involved in war. While the American 
public generally opposes our entrance 
into the conflict, it is impossible to 
forecast what change in developments 
may result in this country becoming in- 
volved at some future date in the war. 
Plans for widespread economic controls 
in such an eventuality have been pre- 
pared in Washington, and on M-Day, 
the day of national mobilization, will 
be put into effect. The Industrial Mo- 
bilization Plan would have drastic re- 
percussions not only on industry but 
on the commercial banks themselves. 
Moreover, in the event this country does 
become involved in war, it is probable 
that the economic controls projected in 
the plan may be replaced by more strin- 
gent controls over industry, labor and 
capital such as are now in effect under 
the latest British defense regulations. 

The controls directly affecting the 
banks considered in the various drafts 
of the plan are those having to do with 
the prevention of inflation through ex- 
cessive currency and credit expansion 
and the contribution of the banks in 
the financing of our war effort. In the 
presentation of plans for the applica- 
tion of control measures in the period 
of industrial mobilization, the 1936 
draft of the Industrial Mobilization 
Plan discusses the application of finan- 
cial control measures as follows: 

“The methods used to finance the war 
and the regulation of the amount of 
currency in circulation determine the 
degree of inflation and the general trend 


in prices, and must be considered in 
connection with price control meas- 
ures. The direction of the flow and the 
furnishing of new capital to the support 
of those industries on which the welfare 
ofthe country most depends must be 
secured (1) by a system of priorities 
administered by an agency to be estab- 
lished by the President, and (2) by the 
creation of a corporation charged with 
the loan of Government funds. These 
measures are in addition to those whicl: 
will be employed by such existing agen- 
cies as the Federal Reserve System.” 


Bank Loan Priorities 


On M-Day the Administration would 
probably follow the British policy of 
controlling the short-term credit expan- 
sion of the commercial banks as a com- 
plement to its control of the long-term 
capital markets. In Great Britain the 
banks were approached informally and 
requested to follow certain general pre- 
cepts in their lending policy. The banks 
were requested, in the first place, to 1e- 
fuse demands for advances by trades of 
luxury and non-essential character. At 
the same time, they were asked to recall. 
wherever feasible, facilities being used 
for such purposes. The “banks were 
also requested to give special consider- 
ation to requests for firms engaged on 
Government work or in activities of an 
essential character, and were asked to 
provide special short-term facilities to 
aid bank customers in the purchase of 
new Government security issues. It 
may seem rather far fetched, in the 
light of the extraordinary excess re- 
serve position of the member banks in 
this country and the consequent re- 
sources available for an extraordinar) 
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volume of commercial credit expansion, 
that measures may have to be suggested 
to curtail commercial bank credit ex- 
pansion for use in the so-called non- 
essential industries. The reasons, how- 
ever, for anticipating such a proposal 
are not far to seek. They are to be 
found in expressions emanating from 
Administration circles concerning the 
problem of preventing credit inflation 
and the closely related problem of war 
financing. j 

With respect to the general problem 
of war-time credit inflation, it can be 
assumed that the Administration would 
not permit such an inflationary rise in 
commodity prices as was experienced 
in the last war and post-war boom 
period. Under the Industrial Mobili- 
zation Plan, a price-control commission 
would be set up, charged with the in- 
itiation of price-control measures. The 
commission in its discretion may pre- 
scribe: (1) maximum, minimum or ab- 
solute prices; (2) margins of profit to 
producers and dealers; (3) differen- 
tials based either on primary markets 
or upon zones or districts; (4) differ- 
ent prices for different localities or for 
different uses in the same locality. 


Federal Reserve Guidance 


Whatever the control measures might 
be, however, they would be comple- 
mented by measures taken to control 
commercial bank loan policies. The 
banks would find it advisable to study 
the loans they make and subject them 
to a severe test of soundness. The com- 
mercial banks would further find them- 
selves under pressure to prevent the 
erection of an unwieldy and top-heavy 
structure of credit. Business men who 
apply to the banks for an excessive sup- 
ply of bank credit to increase their 
profits from the war boom would find 
their opportunism restrained by the 
commercial banks. The commercial 
banks in their credit expansion pro- 
grams would also take their cue from 
Federal Reserve policy. The Federal 
Reserve System is the central banking 
system of the country and it is to the 
system that the Government would look 
for the adoption of stringent credit con- 


trol measures to prevent an inflationary 
boom from developing. The Federal 
Reserve banks would probably not im- 
mediately press for increased member 
bank reserve requirements, and the 
adoption of schemes like the 100 per 
cent reserve plan would not be in the 
immediate picture. Initially the Fed- 
eral Reserve banks would endeavor to 
guide the commercial banks in their 
credit extension so that the non-essen- 
tial industries would ‘not be unduly lim- 
ited in their credit requirements, but 
the more essential industries would re- 
ceive first call. The intent here being, 
by allocating the credit, to prevent ex- 
cessive speculation in the non-essential 
industries at the expense of the credit 
requirements of those industries pro- 
ducing the essential instruments of war. 


Reduction of Expenditures 


The other important influence di- 
rectly affecting the commercial banks 


‘On M-Day the Administra- 
tion would probably follow the 
British policy of controlling the 
short-term credit expansion of 
the commercial banks as a com- 
plement to its control of the 
long-term capital markets. In 
Great Britain the banks were 
approached informally and re- 
quested to follow certain general 
precepts in their lending policy. 
The banks were requested, in 
the first place, to refuse de- 
mands for advances by trades of 
luxury and non-essential char- 
acter. At the same time, they 
were asked to recall, wherever 
feasible, facilities being used for 
such purposes. The banks were 
also requested to give special 
consideration to requests for 
firms engaged on government 
work or in activities of an essen- 
tial character, and were asked 
to provide special short-term fa- 
cilities to aid bank customers in 
the purchase of new government 
security issues.’’ 
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*‘The Federal Reserve banks 
would probably not immediately 
press for increased member 
bank reserve requirements, and 
the adoption of schemes like the 
100 per cent reserve plan would 
not be in the immediate picture. 

‘Initially the Federal Re- 
serve banks would endeavor to 
guide the commercial banks in 
their credit extension so that 
the non-essential industries 
would not be unduly limited in 
their credit requirements, but 
the more essential industries 
would receive first call. The in- 
tent here being, by allocating 
the credit, to prevent excessive 
speculation in the non-essential 
industries at the expense of the 
credit requirements of those in- 
dustries producing the essential 
instruments of war.’’ 


is the possible adoption of a plan such 
as that proposed by Jerome Frank for 
reducing civilian and business expendi- 
tures, in the event of war, to aid Gov- 
ernment war financing without bring- 
ing about a war inflation. The Frank 
plan is adapted from the plan proposed 
for British war financing by the British 
economist John Maynard Keynes. The 
Frank plan proposes that civilian and 
business expenditures could be reduced 
by $15,000,000,000 a year, and the 
amount thus set free could be spent 
on armaments. The sources from which 
this $15,000,000,000 would come are as 
follows: (1) About $5,000,000,000 
from curtailing civilian expenditures 
for durable consumer goods, such as 
automobiles, household machinery and 
furnishings; (2) approximately $3.,- 
000,000,000 by cutting down civilian 
consumption of non-durable or con- 
sumption goods; (3) another $2,000,- 
000,000 by curtailing for several years 
the replacement expenditures of busi- 
ness; (4) about $5,000,000,000 from 
individuals’ normal savings, estimated 


at $10,000,000,000. 


The restriction of credit demands by 
non-essential industries would not be 
the only form of qualitative credit con- 
trol to be exercised by the monetary 
management authorities after M-Day. 

There is little doubt that some meas- 
ures should be taken in order to pre- 
vent an excessive volume of bank credit 
from being diverted to speculative ac- 
tivities. Times of national emergency 
are ordinarily marked by greatly in- 
creased demand on the country’s bank: 
for increased credits to meet busines: 
needs, such as expansion of plant anc 
equipment. Security operations in th: 
face of such a demand might very wel! 
lead to excessive price fluctuations i) 
the security and commodity markets. 
In turn, such speculative excesses woul:| 
contribute to the development of u:- 
sound business conditions and migii! 
deprive business of the credit at rei- 
sonable rates which it needs to ope:- 
ate successfully under war conditions. 

During the last war the Federal Gov- 
ernment took measures to prevent this 
excessive expansion of credit from be- 
ing diverted into speculative fields so 
as to leave free the needed credit facili- 
ties for those industries which produce 
goods or services essential to any war- 
time effort. Such measures would prol- 
ably again be taken if conditions re- 
quired them, but the primary problem 
of the Government would be to see that 
the stimulus to the stock market and to 
business created by the influx of war or- 
ders would not result in an undue vol- 
ume of commercial bank credit being 
absorbed into financial speculation in 
securities. 

This does not mean that no credit 
would be absorbed by the stock market. 
The volume of brokers’ loans outstand- 
ing and used to finance the turnover of 
securities on the Stock Exchange was, 
in December, 1939, at the very low level 
of only some $800,000,000. A substan- 
tial increase above this level can occur 
without creating any serious problems 
for the banking structure. The exist- 
ing legislation, moreover, would be ap- 
plied to prevent any undue increase in 
the volume of such loans. Under the 
Banking Act of 1933, the Banking Act 
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of 1935, and the Securities Exchange 
Act of 1934, effective regulation of the 
use of bank credit to finance stock trans- 
actions can be achieved in the interest of 
a sound general credit structure and 
of stability in business operations. 


Government Financing 


The regulation of speculation in the 
security markets may be complemented 
by the control of new capital issues by 
the War Finance Control Commission 
provided for in the Industrial Mobiliza- 
tion Plan. After M-Day the necessity 
for preferential application of capital 
and resources to essential enterprises 
would bring official control of security 
issues with a view to preventing unnec- 
essary capital expenditures. Where pri- 
vate capital was not available to essen- 
tial enterprises, the Government would 
assume the responsibility, so that in- 
dustry could receive the requisite finan- 
cial assistance to help it adjust itself 
to essential wartime production. Such 
Government aid is provided for in 
the legislation proposed by Senator 
Connally (S. 4141): 


Sec. 1003. Powers of War Finance Con- 
trol Commission; Financing. The Commis- 
sion may, upon application to the Commis- 
sion by any officer or agent of the United 
States or upon application of any officer or 
agent of any industry, establishment, or 
agency, after finding that owing to inade- 
quate capital plant or other inadequate 
financial resources the efficiency or useful- 
ness of any such industry, establishment, or 
agency for the successful prosecution of 
war is impaired or impeded, loan or ad- 
vance such sums as may in its judgment be 
necessary to eliminate such impaired or im- 
peded usefulness or efficiency, upon such se- 
curity, if any, as it deems necessary. If 
such loan or advance is made upon applica- 
tion of any officer or agent of the United 
States, no reimbursement except interest at 
a rate to be fixed by the Commission shall 
be required during the effective date of this 
Act, but the United States shall have a 
lien superior to all other liens for the re- 
payment of such loan or advance upon all 
real assets or fixtures constructed or pur- 
chased with such funds. 


Commodity Exchange Regulation 


Restriction of speculation on the com- 
modity exchanges is also possible in the 


event of our involvement in war. The 
Connally Bill (S. 4141) is typical of 
the type of legislation that has been 
proposed to curtail speculation or ex- 
cessive price fluctuations on the com- 
modity exchanges after M-Day. The 
pertinent provisions of the Connally 
Bill are as follows: 


See. 801. War Resources Control; Pow- 
ers of President. Whenever the President, 
upon a finding of fact to such effect, shall 
deem such action to be necessary to the 
maintenance of the Military or Naval Es- 
tablishment or the effective operation of 
the military forces or the maintenance of 
the national interest during the peried this 
Act is in effect, he shall have power and 
authority as follows: 

To close any commodity exchange; 

To publish rules and regulations with the 
force and effect of law for the government 
of such commodity exchanges as are not 
closed, which rules and regulations: may in- 
clude, among other things, the regulation 
of the prices or parities at which commodi- 
ties may be sold; the establishment of pri- 
orities and rationing in favor of purchasers 
users most vitally linked with the success- 
ful prosecution of war; the limitation or 


‘‘The Industrial Mobilization 
Plan does not, of course, contem- 
plate putting the commercial 
banks in a strait-jacket in a 
period of American involvement 
in war. However, the adoption 
of completely controlled econ- 
omy in this country after M- 
Day—of a nature which we did 
not begin to approach in the last 
World War period—would mean 
a much more complete regi- 
mentation of commercial bank- 
ing than anything heretofore 
visualized in this country. The 
nationalization of the commer- 
cial banks is distinctly not in 
the picture. Commercial banks, 
however, would find every 
phase of their activities under 
complete Government control 
and, for the period of the war 
at least, would find their profit 
potentialities submerged to the 
more important requirements of 
a totalitarian war economy.’’ 
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fixation of fees, commissions, or other 
charges collected by such commodity ex- 
changes or their agents for any service 
whatsoever;’ the elimination of short, long, 
future, and marginal selling and hedging 
and speculation of all types and varieties 
whatsoever. 


Government Bond Outlook 


Not the least of the perplexing prob- 
lems that may*confront the commercial 
banks after M-Day is the outlook for 
the value of their Government. security 
portfolios. The prospect of extraordi- 
narily large new Government financing 
in the early war period would seem to 
suggest that long-term Governments in 
particular would show a declining tend- 
ency. However, the probability that 
the tax-exempt privilege would not be 
offered by the Government to induce 
purchases of the new Government secu- 
rities, coupled with the ability of the 
monetary management authorities to en- 
force their easy-money policy, would 
serve to keep any downward reaction 
in Government security prices to mod- 
erate proportions. Moreover, it is en- 
tirely probable that the larger propor- 
tion of new financing would take the 
form of short and medium-term issues, 
the repayment of which would be 
financed by increased income and prof- 
its taxation. While the Treasury might 
follow the example of England and 
Canada and accept public subscription 
to non-interest-bearing issues, it is im- 
probable that compulsory investment in 
such securities would be initiated. It 
should be noted, however, that neither 
the. Industrial Mobilization Plan nor 
any of the war financing measures which 
have been proposed in Congress look 
to a conscription of bank deposits such 
as is possible under the British Emer- 
gency Powers Defense Act. 


Personnel Problem 


Another problem which would con- 
cern the commercial banks after M-Day 
is the matter of their personnel. The 
Selective Service Draft to be put into 
operation on M-Day would affect par- 
ticularly the 21 to 31 age group, which 
covers an important proportion of the 
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operating staff of commercial banks. 
Moreover, bank personnel is not con- 
sidered of the essential type for which 
deferments are provided under the Se- 
lective Service Draft. Passage of the 
Burke Bill now in Congress may bring 
the personnel problem to a head even 
before M-Day. 

The Industrial Mobilization Plan 
does not, of course, contemplate putting 
the commercial banks in a strait-jacket 
in a period of American involvement 
in war. However, the adoption of com- 
pletely controlled economy in this coun- 
try after M-Day—of a nature which we 
did not begin to approach in the last 
World War period—would mean a 
much more complete regimentation of 
commercial banking than anything 
heretofore visualized in this country. 
The nationalization of the commercia! 
banks is distinctly not in the picture. 
Commercial banks, however, would find 
every phase of their activities unde: 
complete Government control and, foi 
the period of the war at least, would 
find their profit potentialities sub- 
merged to the more important require- 
ments of a totalitarian war economy. 


10) 
TIME TO SPEAK OUT 


THROUGHOUT our land is being pro- 
claimed a vicious philosophy that en- 
nobles improvidence and disparages 
self-reliance; a philosophy that teaches 
that all poor are pure and that all 
wealth is wicked; that the way to pros- 
perity is through reckless spending, and 
the way out of debt is to borrow money. 
It is time for the business men, the pro- 
fessional men, the bankers of America 
to speak out. Their silence has made 
it possible for economic quacks and 
academic theorists to gain the public 
ear, to do all the interpreting of current 
events and to so broadcast, without chal- 
lenge, distorted ideas and a destructive 
philosophy.—E. L. Pearce, Vice-Presi- 
dent, The Union National Bank, Mar- 
quette, Michigan, in a recent address 
before the Kansas Bankers Association 
convention. 
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TRADE OPPORTUNITIES 
in LATIN AMERICA 





Tue attention of 
manufacturers and merchants 
throughout the United States 
today is focused on the possi- 


bilities for increasing trade with 





Latin-American countriés. 

The Chase National Bank maintains branches in 
several leading cities in the Caribbean area, and has 
long established relationships with financial institu- 
tions in every trade center in Latin America. The 
Foreign Department of the Chase at the head office 
in New York thus has a timely and well-rounded 
knowledge of business and financial conditions in 
these countries. 

The benefits of these facilities and first hand con- 


nections are available to Chase Correspondent Banks. 
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THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK : 


Member Federal Deposit Insurance Corporation 
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The Banker and 


Local Tax Problems 


ANKERS in many communities 
throughout the country are today 
actively working as members or 

officials of taxpayer organizations— 
striving to reduce taxes, improve public 
service, and put real efficiency and 
economy into village, town, city, county 
and state governments. 

These bankers are impelled by two 
motives—first, a sincere desire to aid in 
the social and civic betterment of their 
communities; second, a full apprecia- 
tion of the fact that banks are vitally 
concerned with the effects of govern- 


ment upon the community. 
Banks profit directly from an effi- 
cient, economical government adminis- 


tration. Such a government promotes 
improvement in real estate values, a 
growing and prosperous population, 
and increased business activity—all of 
which are reflected in the bank’s 
business. 

On the other hand, in an inefficient, 
extravagantly governed community, 
property values decrease and popula- 
tion growth and business activity are 
discouraged by the burden of high tax 
rates and public debt—and these con- 
ditions inevitably cause loss to the local 
banks. 

The experience and achievements of 
various taxpayer groups—in a large 
percentage of which bankers have taken 
a prominent part—may be of interest 
in illustrating the possibilities inherent 
in this work. These experiences are 
taken from the record of twenty state- 
wide taxpayer organizations and more 
than 1,200 village, town, city and county 
associations throughout the country—a 
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By George W. Brooks 


Vice-President, The National Bank and 

Trust Company of Norwich, New York, 

and Treasurer, Citizens Public Expenditure 
Survey of New York State 


movement coérdinated on a_ national 
basis recently when the conference of 
Eastern State Taxpayer Association 
Executives passed a resolution naming 
a non-profit research organization, the 
Tax Foundation, Inc., of New York 
City, as a national clearing house for 
the movement. 

The widespread sense of economic 
citizenship behind this movement as- 
sumes basic national importance when 
we realize the critical financial condi- 
tion of American government. The na- 
tional debt has recently been raised to 
the all-time high of $49 billion. The 
annual cost of government in 1939 
reached the record-breaking figure of 
more than $18 billion. This amount 
will be substantially increased by the 
rearmament program perhaps to as 
much as $22 billion or $23 billion for 
the fiscal year 1941. Congress at this 
session has approved $5,315,000,000 for 
rearmament; an additional $4,000,000.- 
000 has been approved by the House 
Naval Committee for warships; and 
$3,000,000,000 more has been requested 
by the army for mechanization. Tax- 
payer associations throughout the coun- 
try are working to offset part of the 
new tax burden for rearmament through 
rigid economies and budget reductions 
in local governments. 

The following cases illustrate the 
substantial savings for taxpayers which 
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are being achieved by organized citizen 
action: 

The taxpayers of New York State for 
the second straight year have prevailed 
on the State Legislature to halt spend- 
ing increases. In 1939 they got a $26,- 
500,000 reduction in the proposed 
budget; in 1940 they obtained a reduc- 
tion of over $5,000,000 below the pro- 
posed budget and stopped an increase 
of $15,000,000 in the state income tax. 
For the first time since 1933 there was 
no new or additional tax levied. More 
than 8,000 persons for and against the 
budget, attended the public budget 
hearing this year in the greatest tax- 
payer demonstration in the state’s his- 
tory. 

After several years of taxpayer effort 
for economy, the town of Montclair, 
New Jersey, this year announced a 
3500,000 surplus. The citizens, when 
asked what they wanted done with it, 
replied 2 to 1, “use the surplus to re- 
duce the debt.” 

The citizens of New Rochelle, N. Y., 
were faced with a budget increase and 
the highest tax rate in the city’s history. 


More than 900 citizens and taxpayers 
attended the public hearing and de- 


manded that the budget be cut. The 
result was a $242,000 budget reduction. 


In the last ten years, Nebraska tax- 
payers have fought for economy with 
the result that property taxes have been 
reduced by $159,000,000 and the debt 
of local government units has been cut 
by $38,000,000. The state has no in- 
come or sales taxes. 

Annual expenditures in South Bend. 
Indiana, have been reduced by nearly 
$2,500,000 during the eight years’ ac- 
tivity of the Civic Planning Association 
and this despite the fact that relief costs 
have increased $850,000. South Bend’s 
debt has been cut nearly in half with 
an interest saving alone of $400,000. 

The Iowa Budget Appeal law, which 
was framed and supported by the Iowa 
Taxpayers Association, has saved an es- 
timated $10 million in 1939 and an 
equal amount in 1940. This measure 
safeguards and limits the power to levy 
taxes and gives citizens the right of 
appeal. 


The Alameda County Taxpayers As- 
sociation in California has participated 
in tax reductions totaling more than 
$506,000. 

Opposition by the New Hampshire 
Federation of Taxpayer Associations to 
a state bill liberalizing the Old Age 
Assistance Law was primarily respon- 
sible for its defeat. If passed, the law 
would have cost the taxpayers more 
than $2,000,000. 

During the year ended May 1, 1940, 
the communities in Michigan which 
have taxpayer associations have reduced 
government costs by about $6,000,000. 
County budgets show a saving of $500,- 
000; principal cities $4,000,000 and 
other local budgets $1,500,000. 

A reduction of $12,000,000 in the 
state budget and local tax levies was 
achieved in 1940 through the economy 
effort of the Indiana Taxpayers Asso- 
ciation. Deductions for 1939 were 
$12,800,000. 

The Minnesota Taxpayers Association 
reports that the 1939 legislature reduced 
by $2,700,000 the spending authorized 
for the next two years as compared with 
the last biennium. No new taxes or 
bond issues were passed. 

At the request of the Troy Chamber 
of Commerce a survey of municipal 
functions and operations in Troy was 
recently completed by the Citizens Pub- 
lic Expenditure Survey of New York. 
The survey contained recommendations 


‘ , 


NON 
SS 


THE BANKERS MAGAZINE for September, 1940 





THE COST OF GOVERNMENT 


Local, State and Federal Government expenditures equal the total accountable 
income of the Western half of the United States. 


for immediate annual estimated savings 
of $367,000 and future savings of $415,- 
000. Many of these recommendations 
have been adopted in the recently en- 
acted municipal budget. 


Purposes of Movement 


The broad purposes of the taxpayer 
movement are as follows: 

1. To focus the spotlight of public 
attention upon the increasingly serious 
tax problem. 

2. To attack the ever-mounting bur- 
den of taxes at its source—public ex- 
penditures. 

3. To scrutinize every dollar of 
public expenditures so that waste, in- 
efficiency and duplication shall be elimi- 
nated. Thus, more worthwhile govern- 
mental services may be augmented 
without increasing the already heavy 
tax load, and citizens may be assured 
of a full dollar’s value for every dollar 
of tax outlay. 

4. To adhere at all times to proven 
facts, without prejudice, partisanship or 
politics, 
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5. To foster economy and efficiency in 
public administration in the interest of 
improving the economic status and 
standard of living of citizens of the 
community. 

In many communities which are bur- 
dened with debt and high tax rates, a 
substantial minority of public officials 
are working for economy and an equita- 
ble distribution of public funds. In 
such cases organized taxpayer activity, 
by revealing and publicizing inefficiency 
and waste, can frequently strengthen 
the hand of this minority and put 
through large reductions in city, county, 
town and village budgets. To this end 
the citizens survey, which presents gov- 
ernment fiscal affairs in simple language 
and graphic presentations, has become 
a powerful instrument for economy and 
reform. 


Example of Waste 


The following are typical cases of 
waste and inefficiency taken from vari- 
ous taxpayer association government 
surveys: 
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Signing of blank checks against 
future expenditures; heavy mileage ex- 
pense, sometimes at 10 to 15 cents a 
mile, allowed to county supervisors; no 
specifications written on purchase 
vouchers; no detailed budget proposals 
presented to citizens, total departmental 
requests only. 


No public hearings called on pro- 
posed budgets for the coming year; 
part-time jobs given to public officials 
which could be consolidated at substan- 
tial savings to taxpayers; county super- 
visors reports give no specifications on 
expenditures, only amounts and names 
ef recipients, the citizen doesn’t know 
what his money went for; amounts 
budgeted are not given with amounts 
spent by various departments, the citi- 
zen doesn’t know where or how the 
budget was exceeded; expenditures are 
often charged against department ap- 
propriations with which they are not 
related. 

No control exercised over the pur- 
chase of land or prices paid for high- 
way rights of way; unnecessary borrow- 
ing year after year instead of increasing 
tax rates; gasoline and other supplies 
bought at retail with no quantity dis- 
counts, 

No effort made to plan or check 
monthly expenditures in order to keep 
within the budget; no independent audit 
made of public expenditures; no allow- 
ance made for reduction of funded 
debts, thus interest piles up; no refer- 
endum held on the issuance of new 
bond issues for public works; no gen- 
eral ledger kept so that officials can 
determine the total status of public 
funds at any time. 

Departments making their own pur- 
chases on a basis of favoritism and re- 
gardless of competitive bids; paying 
Federal and state gasoline taxes on pub- 
lic purchases which are exempted from 
such taxes; theft insurance bought on 
a fire truck; fire insurance issued on 
snow plows. 

Town meetings on expenditures post- 
poned because well attended by tax- 
payers; future meetings held without 
adequate notice to citizens; a town buy- 
ing its own road machinery when the 


county is fully equipped with machin- 
ery which can be rented; a town coun- 
cil purchases a fire truck in a city 300 
miles distant, the entire council votes 
to go and see it before it is delivered. 

Retirement of debt through a mere 
bookkeeping figure while the money in- 
tended for the purpose is spent else- 
where; routine O.K.’s with no detailed 
audit by the committee which is sup- 
posed to audit departmental purchases 
and expenditures; no uniformity of 
public records, even though the state 
prescribes specific blanks. 

A case of 30 to 60 per cent errors 
in reports of a county and school dis- 
trict; purchase of automobiles and hir- 
ing of patrolmen by a county where 
highways are adequately patroled by 
state troopers; one county with two 
court houses, two county centers and 
two jails; arbitrary increases in salaries 
of public officials without the approval 
of voters; insuring of steel flag poles 
against fire; hiring a truck at $10 a 
day for three years; the spending of 
$5,000 for a new steam roller when the 
boiler of the old one could have been 
repaired for $150. 


Through budget reductions and the 
checking of expenditure audits, tax- 
payer associations are eliminating many 
of the above practices and impressing 
their public officials with the fact that 
government costs have reached a level 
which makes economy imperative for 
the preservation of our democratic in- 
stitutions. And bankers, taking an ac- 
tive part in this work, are not only 
rendering a real social and civic serv- 
ice, but are finding that their banks are 
directly sharing in the increased busi- 
ness activity resulting from efficient, 
economical government. 


© 


APPROXIMATELY 40 per cent of the cost 
of bank operation is in the payroll. 
This, in itself, should warrant the ex- 
penditure of a good percentage of man- 
agement’s time in caring for such an 
investment.—Ray A. Ilg, Vice-President, 
The National Shawmut Bank, Boston, 
Mass. 
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Fingerprinting 


Protection for Banks 


HE annual loss inflicted on Ameri- 
can business by forgers and worth- 
less “paper hangers” is estimated 
at approximately $20,000,000 a year. 
Over the years this loss has not shown 
any tendency to decrease, in fact a 
slight increase may have been noted. 
Forgeries are based on the skill of 
crooks in duplicating signatures and 
endorsements. When it is remembered 
that the chance of a person reproducing 
his own signature exactly is only one 
_in 68,000,000,000,000 times, it is small 
wonder that the forger has found a 
lucrative field. Even a rough signature 
is apt to pass in the hustle and bustle 
of a day’s work, while a skillful forger 
may work his frauds for years. There 
are cases on record where even the cus- 
tomer who has been defrauded has been 
unable to distinguish his own signature 
from that of the forged. However, to 
date the signature has been the only 
and the best method of protecting bank 
funds from unscrupulous crooks, 


A number of years ago the famous 
French criminologist and anthropolo- 
gist, Alphonse Bertillon, perfected a 
system of measurements of the human 
body that would aid in the identifica- 
tion of a crook if he were caught again 
in some other part of the country. His 
system would identify a crook even 
though the facial contour had been 
changed and the hair dyed. It was a 
great step forward in crime detection 
and prevention. Yet, after a short while 
it was proven not to be infallible. It 
was found that in rare instances per- 
sons miles apart had duplicate measure- 
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By C. W. Fishbaugh 


Assistant Cashier, Security Trust 
Savings Bank, Shenandoah, Iowa 
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ments. These cases were rare, but the\ 
cast a shadow of doubt on this new 
system. In this country a case is o1 
record of two men having identicai 
measurements. The one man was ar- 
rested and his Bertillon measurements 
identified as those of a wanted criminal. 
He served a good share of his sentence 
in spite of his plea of innocence and 
his ironclad alibi. On his deathbed 
another man confessed to this crime. 
and only then was the innocent man 
vindicated. The measurements of the 
two men tallied in every detail. A ver) 
remarkable coincidence, but one _ that 
placed the Bertillon method in second- 
ary place as a means of identification. 
Fingerprinting was established as the 
only positive means of identification. 
To date there is no record of two people 
having the same set of fingerprints, and 
in spite of mutilation and scraping, 
fingerprints have never been satisfac- 
torily altered. John Dillinger went to 
great trouble in hiring an underworld 
doctor to try and alter his prints, yet 
the painful operation was unsuccessful. 


Public Education Job 


The signature method of identifica- 
tion for checks is very much like the 
Bertillon measurements. The slant, the 
height, the curve and the like are 
checked to establish a questionable sig- 
nature. Yet even then there may be 
a doubt, and doubts don’t convict 


THE BANKERS MAGAZINE for September, 19/9 





forgers or prevent crimes. Bertillon 
measurements and signatures are always 
open to question. Fingerprinting over- 
shadows both. A modified use of 
fingerprinting in banks would offer an 
ideal means of identification and would 
rapidly curtail forgeries. Nine out of 
ten check artists have criminal records 
and they could not afford to take a 
chance with their “prints.” It is not a 
one bank, or even a state job—it is a 
national one, and one that would take 
a great deal of work in public relations. 
Fingerprinting has been associated with 
crooks for so long that it is regarded 
as almost an insult to ask an honest 
person for his fingerprints. However, 
if sponsored on a nationwide scale it 
would be one of the greatest steps for- 
ward in banking, and one that would 
eventually eliminate most forgeries. 
Education along this line has already 
started—a civil fingerprint file has been 
set up in Washington where a person 
can voluntarily leave his prints. Many 
have taken advantage of this, and the 
bureau now has on file 1,629,000 non- 


criminal prints, besides 1,282,000 prints 
from Government workers and appli- 
cants. Many times this file has been 
the means of identifying accident vic- 
tims and proving the identity of miss- 
ing persons. 


Examples of Present Use 


Some states have recognized the pro- 
tection offered by fingerprints on their 
checks. The State of Iowa has recently 
requested the thumb-printing of old age 
pensioners instead of the customary 
“X” for those unable to write. This 
was largely done to prevent unauthor- 
ized persons from cashing the checks. 
Slips reading: 


If for any reason you are unable to en- 
dorse the enclosed warrant by writing your 
name, you must endorse by a mark made 
with your fingerprint. The mark must be 
witnessed by two witnesses. For details 
consult anyone at the office of your county 
board of social welfare or your banker. 


are mailed with the pension check and 
a space provided on the back of the 
check for the print. Officers report that 


this plan has been working very suc- 
cessfully. If the Federal and state gov- 
ernments were to request the thumb- 
printing of the payee on all checks 
issued by them it would prevent fraud 
in the cashing of these checks, and 
would pave the way for a national pro- 
gram by banks. 

The American Bankers Association, 
in February, 1937, recommended that 
oil stations, hotels, and others doing 
business with transients require a 
thumbprint on the back of the check. 
Many worthless checks are cashed in 
these various businesses and the cul- 
prits not located for months or years. 
When they are located the victim is un- 


‘“‘The signature method of 
identification for checks is very 
much like the Bertillon measure- 
ments. The slant, the height, the 
curve and the like are checked 
to establish a questionable signa- 
ture. Yet even then there may 
be a doubt, and doubts don’t 
convict forgers or prevent 
crimes. Bertillon measurements 
and signatures are always open 
to question. Fingerprinting 
overshadows both. A modified 
use of fingerprinting in banks 
would offer an ideal means of 
identification and would rapidly 
curtail forgeries. Nine out of 
ten check artists have criminal 
records and they could not 
afford to take a chance with 
their ‘prints.’ 

**It is not a one bank, or even 
a state job—it is a national one, 
and one that would take a great 
deal of work in public relations. 
Fingerprinting has been asso- 
ciated with crooks for so long 
that it is regarded as almost an 
insult to ask an honest person 
for his fingerprints. However, 
if sponsored on a nationwide 
scale it would be one of the 
greatest steps forward in bank- 
ing, and one that would even- 
tually eliminate most forgeries.’’ 
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WELCOME STRANGERS! 


WILL YOU HELP US IN OUR FIGHT AGAINST 


CHECK-FORGERS BY PLACING 


YOUR THUMB PRINT 
BESIDE YOUR SIGNATURE 


ON CHECKS YOU PRESENT TO US? 


By requesting this, we are cooperating with the Michigan State Police and other law 
enforcement agencies in their fight to stop check-forgeries. 


Sign (shown in reduced size) being used in Michigan to discourage check swindlers, 
who generally prefer not to leave their fingerprints on record. 


able to positively identify them. A per- 
son’s memory, after all, is very short. 
Even in friendly circles few of us have 
been spared the embarrassment of ask- 


ing: “Haven’t we met before?” Many 
are afraid to make positive identification 
for fear of error leading perhaps to 
the prosecution and imprisonment of 
an innocent person or the consequences 
of a suit for damages resulting from 
false arrest. A thumbprint on the check 
would be positive proof, and doubt, 
fear or reluctance would be eliminated. 

In Michigan and New York, banking 
groups are utilizing a protective plan 
when cashing checks for strangers. Signs 
such as shown in the accompanying 
illustration are placed in the lobby, and 
act as a strong deterrent to crime. These 
signs play on a bit of psychology, 
throwing fear into the check swindler. 
A crook enters a bank with the inten- 
tion of passing a bad check, and sees a 
sign requesting his fingerprint on the 


check. Possibly the bank is not enforc- 
ing this one hundred per cent, but he 
cannot be sure, and he cannot afford to 
take a chance with his precious finger- 
prints, so unobtrusively as possible he 
slips out of that bank. Keeping his 
prints out of the hands of the police is 
his only lease on freedom. He may be 
a long way from the place he was 
formerly printed, yet he knows that the 
fingerprint is the little slip that might 
again take him back and jeopardize his 
freedom. He knows he can’t stand a 
“pinch,” his prints are “hot.” 


Safe Deposit Possibilities 


If the applicant for a safe deposit 
box were obligated to leave his print 
along with his name, an alias would be 
of little use. Each year in America 
approximately $3,500,000,000 in money 
and goods are stolen by criminals of 
the predatory type. . Much of this, of 
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necessity, is stored away, generally in 
safe deposit boxes. The crook cannot 
place large sums in checking accounts 
that might later be used as damning 
evidence against him. John Dillinger’s 
total loot was around $560,000, yet only 
a small part has been accounted for. 
Much of this may yet be stored in safe 
deposit boxes under fictitious names. 
The old sea-faring pirate had to bury 
his ill-gotten gains, while the modern 
pirate has, with the aid of unchecked 
references, access to modern fireproof 
vaults—vaults that were erected to pro- 
tect valuables of honest folks. Finger- 
printing applicants desiring to rent 
boxes would close this avenue to crooks, 
for here again they could not afford to 
take a chance with their -“hot” prints. 

The use of fingerprinting in legal 
dccuments, from deeds down to wills, 
would be a boon to the whole nation. 
Litigation over questionable signatures 
on wills and such would be a thing of 
the past. 


Use on Bank Checks 


These are steps that would follow the 
natural course of events if bankers could 
install a system of fingerprinting on 
checks. When a new customer opened 
an account he would be requested to 


leave his signature on file and, in addi- 
tion, his thumbprint. This would take 
only a moment and would not neces- 
sarily be messy. Any ink left on the 
thumb could be readily wiped off 
thoroughly with a little alcohol. 
Whether the customer would consent to 
fingerprinting each check he issued is 
doubtful, however the fact that the print 
was on file would be a strong move in 
the prevention of forgeries. 

The signature method of identifica- 
tion is one of the earliest of banking 
practices. There has been little change 
since it was first used centuries ago. 
Banking has changed from old long- 
hand ledgers to the latest of machine 
posted and machine analyzed ledgers. 
Exchange charges have taken the place 
of free gifts. Yet the basic method of 
withdrawal of funds has remained the 
same through all changes. The signa- 
ture, like the Bertillon measurements, 
may be classed as a fair but out of date 
method, and one that is subject to error. 
One thing is certain, fingerprinting is 
here to stay and, if bankers will awake 
to its possibilities, offers a sure and 
sound method for the prevention of 
forgeries and crime. Whether bankers 
make use of it is entirely up to them. 
It is certainly worth consideration. 


Economie Preparedness 


HERE is more to preparedness than strictly military 
preparation. There must be economic preparedness as 


well. 


This has been amply demonstrated in Europe 


during recent weeks. If we are to provide the materials 
and equipment needed, our production machinery must be 
permitted to function. This means an end to the business- 
strafing policies of government. Let’s call off the witch 
hunts, bury the bogeymen and forget the sophistries of the 
mature economy. It is time to cease trying to be half 
socialist and half free. Our way is the free way. The 
people of this country are willing to pay the price of de- 
fense. If the Government will permit it, industry will pro- 
vide it, and banking will do its part to finance it—Robert 
M. Hanes, President, American Bankers Association, in an 
address before the Minnesota Bankers Association conven- 
tion. 
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A Portfolio Policy for 
Government Securities 


By GusrieD FREUND AND FRANCES SPODICK 


OR more than three years now, 

money market analysts of banks 

and insurance companies have 
found it increasingly difficult to formu- 
late a policy, at once accurate and 
profitable, with respect to the manage- 
ment of their Government securities 
portfolios. During this period, the 
major problems confronting _ institu- 
tional investors and investing institu- 
tions—holders of more than 40 per cent 
of the interest-bearing public debt of 
the United States Government—arose 
out of the abnormal rate of increase 
of the monetary gold stock, with the 
consequent increase in excess reserve 
balances of member banks. The situa- 
tion was further complicated by the in- 
troduction of a great body of new 
Government legislation. The huge gold 
influx was the primary factor in aug- 
menting the supply of loanable funds 
in this country. At the same time, the 
demand for such funds was negligible 
due to the decrease in business activity 
and the consequent stagnation in the 
capital market. In addition, the Gov- 
ernment, in order to finance its recur- 
ring deficits, pursued a studied policy 
of maintaining low money rates. 

As a result of the above factors, in- 
terest rates reached an abnormally low 
level, as is evidenced by the fact that 
while the gross public debt on Decem- 
ber 31, 1930, was $16,026,087,087, as 
compared with $42,967,531,038 for the 
fiscal year 1940, an increase of 168 per 
cent, the debt service was $591,493,949 
and $1,040,935,697, respectively, an in- 
crease of only 76 per cent. The com- 
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puted rate of interest per annum on tie 
interest-bearing public debt decreasid 
from 3.75. per cent to 2.58 per cent over 
the same period. 

Thus, in essence, the main problein 
which the analyst faced in formulating 
a portfolio policy in the past few years 
was the determination of the movement 
of interest rates and consequently thie 
prices of Government securities. 

At the present time, however, when 
the repercussions of the European con- 
flict on this country make necessary 
large-scale defense financing, even 
greater concern is being manifested with 
regard to the problem of the manage- 
ment of Government security portfolios. 


Interest Rate Decrease Unlikely 


Although present conditions appear 
to make the future more obscure than 
ever, an appraisal of the situation tends 
to throw some light on the policy to be 
pursued by holders of Government ob- 
ligations. Barring any further Govern- 
ment legislation along the lines of the 
Lea Bill, which called for involuntary 
subscriptions to Government bonds at 
a 1 per cent rate and as a percentage 
of an individual’s yearly income, one 
may safely assume that interest rates 
will not decrease below their present 
level. This is so because money rates 
and the money market in general have 
become immune to the huge increases 
in excess reserves and the monetary 
gold stock. Once both these latter ex- 
ceed a certain level, an additional bil- 
lion or two increase in either one does 
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not tend to drive rates any lower be- 
cause of the increase in the supply of 
loanable funds. 

The most important factor and prob- 
ably the only one which does not lend 
itself to analysis at the present time, 
or at any time, is the psychological fac- 
tor or the “human equation.” The 
analyst must, therefore, confine himself 
to a study of the objective phases of 
the situation, hoping at the same time 
that what his logical research reveals 
will not be completely overridden by 
some unforeseeable, emotional human 
reaction. 

Under present conditions it is quite 
reasonable to assume that if any change 
in interest rates is to take place at all, 
it may be in the direction of a slight 
rise. In this connection, future large- 
scale financing of plant expansion as 
a causal factor should be discounted, 
since, in view of the fact that an addi- 
tional $42,000,000,000 of demand de- 
posits could be supported by the pres- 
ent level of excess reserve balances, it 
is not likely that interest rates will be 
affected thereby to any appreciable ex- 
tent. 

The possibility of a rise in interest 
rates is indicated to some extent by the 
surprising action of the Treasury in 
offering new long-term issues for cash 
as against the new short and. medium- 
term Government obligations. Consid- 
erable surprise was expressed over this 
issue, because it was generally expected 
that the working balance of the Treas- 
ury would be replenished through 
larger weekly bill issues. This turn of 
events is significant since the abandon- 
ment by the Treasury, for the present, 
of its policy of short-term borrowing 
in favor of long-term issues indicates 
that long-term financing is as attractive 
now as at any future time. The $650,- 
000,000 of 214’s of 1954-56, offered on 
July 11, is a possible indication that 
the Treasury is uncertain about the out- 
look for interest rates. Thus, although 
the factors of supply and demand gov- 
erning the money market remain seem- 
ingly unchanged, the present day feel- 
ing of uncertainty as to the future 
presents a grave problem to the money 


market analyst. The problem is: How 
should one take advantage of any 
change which may take place in money 
rates? 


Suggested Program 


The following program is suggested 
as an answer to this question: 

(1) Switch into notes and bonds hav- 
ing maturities of from one to - three 
years. It is quite likely that the Treas- 
ury will continue its policy of exchanges 
of new issues for old along with and 
in addition to its public offerings for 
new cash. Thus, companies may take 
advantage of a higher income from 
holding notes and bonds of short ma- 
turity rather than exist mainly on the 
meager income from Treasury bill rates. 
At the same time, institutions pursuing 
such a policy could take advantage of 
a possible rise in interest rates during 
this three-year period, such rise being 
evidenced in offers of new issues for ex- 
change. Furthermore, if the Treasury 


were not to make exchange offers in 
the future but to issue new securities 
for cash, the companies would be in a 


“It might be suggested that 
a large portion of the investor’s 
funds should be placed in Gov- 
ernment securities having a ma- 
turity of one to three years, and 
only to deviate from that policy 
prior to the end of the three- 
year period in case of a decisive 
outcome of the European con- 
flict in favor of either side,’’ say 
the authors of the accompany- 
ing article. 

Mr. Freund, a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is a member of 
the Research Department of 
the Institute of International 
Finance of New York Univer- 
sity, and Miss Spodick is secre- 
tary to the Research Director of 
that Institute. The opinions ex- 
pressed in this article, however, 
are those of the authors per- 
sonally. 
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favorable position too, since holdings 
of their short-term securities would put 
an ample supply of cash at their dis- 
posal, thus enabling them to take ad- 
vantage of any rise in rates. If any 
change in interest rates is to take place, 
one may safely assume that such oc- 
currence will take place within the next 
three years. 

The policy described above would be 
a hedge, since, in any event, rates are 
not likely to go any lower. Should 
rates, therefore, not decrease but remain 
stable, the investor at the end of this 
three-year period will be in no worse 
position than at the present time. 

(2) In the event of a probable Brit- 
ish victory, a switch from present short- 
term notes and short-term bonds back 
into long-term notes and bonds is indi- 
cated. This is so because, at such a 
time, the United States will abandon 
its defense financing program, resulting 
in a decrease in the issuance of Govern- 
ment obligations. The securities al- 
ready outstanding will either be retired 
or refunded, the first tending to increase 
the price of long-term bonds outstand- 
ing; the second tending to keep the 
Government interest rates low. In any 
event, rates will probably go lower than 
during the issuance of defense bonds. 

(3) On the other hand, even if Ger- 
many wins, the same policy as described 
above, in number 2, should be pursued, 
although a different set of factors is 
responsible for this conclusion. In the 
event of such an outcome, the United 
States will be confronted with armament 
expenditures on an unprecedented level. 
Such defense preparation would be 
financed for the most part through 
large-scale Government borrowing, and 
it is not at all impossible to conceive 
of a resultant public debt exceeding 
$60,000,000,000. Under such circum- 
stances, it is not unlikely, therefore, 
that the Government, facing large re- 
funding of maturities as well as the 
financing of new issues, will permit in- 
terest rates to go above a definite ceil- 
ing. In fact, it may safely be assumed 
that additional legislation will broaden 
the powers of the Board of Governors 
and the Treasury to enable them to 
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maintain the desired level of interest 
rates. 

In conclusion, it might be suggested 
that a large portion of the investor's 
funds should be placed in Government 
securities having a maturity of one to 
three years, and only to deviate from 
that policy prior to the end of the three- 
year period in case of a decisive out- 
come of the conflict in favor of either 
side. Any rise in rates which might 
take place is likely to come within the 
above-mentioned three-year _ period 
since, even if a new tax legislation in- 
creases the Government’s revenues to 
record highs, there will be no opportun- 
ity for debt retirement, but only for 
refunding in the face of new cash financ- 
ing for defense expenditures. It is not 
at all unlikely, however, that the Gov- 
ernment may take action similar to the 
British Government and control the 
level of security prices, thereby fixing 
yields to a large extent. 
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FORCED NEW BUSINESS DRIVES 
UNPROFITABLE 


EXPERIENCE has proved that when em- 
ployes are forced to bring in a volume 
of new business, it does not bring with 
it the desired measure of profit. The 
careful way in which banks are analyz- 
ing their operating costs today has 
focussed attention quite sharply on the 
high expense involved in opening and 
closing both savings and checking ac- 
counts. . . . Therefore, I believe that 
quotas and special drives which bring 
in a volume of business do not bring 
the type of business that banks are seek- 
ing today. . . . What is there left for 
employes to do in the development of 
new business if we don’t adopt special 
sales plans for them? The answer to 
that question can be found in one word 
—loyalty. If banks throughout the 
country will focus their attention on 
developing loyalty among their em- 
ployes, they will have tapped the great- 
est potential source for new business 
that could possibly be uncovered.—Ray 
A. Ilg, vice president, The National 
Shawmut Bank, Boston, Mass., in a re: 
cent address. 
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PORTFOLIO MANAGEMENT 
POLICIES 


COMMON approach to the problem 

of investing bank funds in bonds 

is to regard present expenses and 
the rate paid on savings accounts as 
fixed charges. This approach is un- 
sound because it does not take into ac- 
count what can be obtained by the safe 
employment of funds entrusted to the 
hank’s care by depositors. 

There is no mystery about the busi- 
ness of investing bank money in bonds; 
a bank should employ its available funds 
within conservative standards of opera- 
tion in sound assets to produce the 
maximum amount of earnings. To de- 
termine what conservative standards are 
for an individual bank it is necessary, 
first, that deposits be analyzed to estab- 
lish what portion are temporary; 
second, that provision be made for tem- 
porary deposits and other contingencies 
by setting up cash and readily realizable 
assets or secondary reserves; and third, 
that present assets other than invest- 
ments be analyzed in relation to sur- 
plus, undivided profits and reserves to 
arrive at a net sound capital as the 
cushion available for the investment 
account. The bank with a large cushion 
can afford to hold longer term bonds 
in larger amounts than the bank whose 
margin of safety is relatively small. 


Rate Paid on Savings 


The rate paid on savings deposits 
should depend upon what can be earned 
on these deposits by their safe employ- 
ment. A bank should, of course, pay 
the expenses of operation, should set up 
adequate reserves, and if possible should 
pay a reasonable return to stockholders; 
the amount available for interest on 
savings should not exceed a proportion 
of what is left after making provision 
for these items.—From an address by 
Robert H. Craft, Assistant Treasurer, 
Guaranty Trust Company, New York, 
before the recent Cleveland Bond Port- 


folio Conference. 


The Nation’s Eyes Turn to 


GREAT LAKES INDUSTRY 


As today’s events focus atten- 
tion on America’s industrial re- 
sources, the nation’s eyes turn 
more than ever to the Great 
Lakes area. 

In this vital industrial region, 
Central National Bank offers the 
benefits of 50 years of experience 
in prompt handling of financial 
transactions. 

Your correspondent relation- 
ship with Central National, 
therefore, is assurance that tran- 
sit items will clear with dispatch, 
and that collections will be 
carried out with preciseness. 

We welcome inquiries from 
banks or business organizations 
desiring to “Central-ize” their 
activities in the important Great 
Lakes area. 


el ANNIVERSARY YEAR 


—% 


CENTRAL NATIONAL 
BANK of Cleveland 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Banking Opportunities in 


Latin American Trade 


HE rapid increase of trade and 

travel relations between Latin Amer- 

ica and this country offers banks 
numerous opportunities for profitable 
extension of their services. And these 
opportunities are open to the smaller 
inland banks as well as to the large 
seaboard institutions, for business 
houses large and small, in all parts of 
the country, are awakening to the mar- 
ket possibilities of our neighbors to the 
South, and are finding outlets there for 
their various products. 

Chief among these opportunities are 
the financing of enterprises engaged in 
Latin American trade, and the facilita- 
tion of inter-American transactions 
through established banking and com- 
mercial channels. An essential part of 
the extension of such banking service, 
however, is a familiarity on the part 
of the bank with Latin American trade 
and travel conditions, or the sources of 
information about these—a familiarity 
sufficient to enable the bank not only 
to properly evaluate business prospects, 
but to counsel its customers wisely in 
their ventures. 

Examples of where a bank could 
helpfully fit into the picture are to be 
found in some of the charges often 
leveled against exporters to Latin Amer- 
ican countries: a failure to package the 
merchandise in exact conformity with 
the customer’s orders or with conditions 
prevalent in the country of destination; 
a difference between the quality of the 
products shipped and that submitted as 
a sample; and variations in the quan- 
tity specified. 
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By Henry F. Koller 


Gradually these objectionable poiits 
are being overcome, but in far too many 
instances they are still obstructing 
smooth trade relations. For exam)le, 
a large paint concern in this cour iry 
was given a sizable order to be delive:ed 
in Chile in five-gallon cans. Not fully 
realizing the reason for the five-gallon 
can instruction, the shipment went (or- 
ward in twenty-gallon drums. Uj on 
arrival of the merchandise the buyer re- 
fused to accept delivery. It had been 
his intention to load a pack mule train 
for a trek through the mountains to 
the final destination of the paint. He 
had ascertained that he could sling four 
five-gallon cans across each mule, thus 
keeping each load in perfect balance, 
but could not attempt the trip with 
heavier drums since most of the journey 
was uphill. The American paint com- 
pany had to spend several hundred dol- 
lars to effect transfer to suitable con- 
tainers or else lose the sale and incur 
the displeasure of the customer. 

Another case showing a decided lack 
of information was that of a toy manu- 
facturer who received an order for some 
sand scoops from a customer in Brazil. 
The order did not specify sending sand, 
but the exporter had an idea that Brazil 
was a complete forest with no sand for 
the toys, so he took it upon himself to 
include sand in the shipment. When 
the goods arrived, he received a lengthy 
cable explaining that the shipment was 
refused because the importation of sand 
was highly dutiable—besides being 
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quite unnecessary. Rather than pay 
these charges, the merchandise had to 
be returned. 


Another idea frequently held by ex- 
porters is that all people outside the 
United States are ignorant and cannot 
tell the difference between first and sec- 
ond grade merchandise. A quantity of 
turpentine was sent to South America, 
and an invoice was presented for pay- 
ment. However, the accompanying draft 
was not honored since, upon arrival, 
the turpentine was found to be inferior 
to the sample previously submitted. 
The exporter admitted that since his 
su)ply of the high grade turpentine was 
low he had forwarded an inferior prod- 
uct. The outcome was sacrifice of the 
eni:re shipment. 


Banks Can Assist 


\aturally, these and similar incidents 
serve only to engender ill feeling and 
ultimately result in loss of markets—not 
alone for the particular exporter in- 
volved, but for all exporters to Latin 
America. Banks can assist not only by 
impressing upon exporters’ minds the 
necessity of more carefully filling these 
orders, but by furnishing needed geo- 
graphic, economic, and trade informa- 
tion to regular shippers. 


All dealers with foreign countries— 
except those large concerns with ade- 
quate foreign departments, of course 
—should be encouraged to consult their 
banks with orders received if they are 
doubtful about any details of packing, 
shipping, exchange, or other problems 
which might cause trouble. The banker 
can easily familiarize himself with 
much of the essential general informa- 
tion, and can act as a helpful inter- 
mediary in securing solutions to spe- 
cific problems by communicating with 
various governmental and trade organ- 
izations. 

The “Foreign Commerce Handbook,” 
issued by the foreign commerce depart- 
ment of the Chamber of Commerce of 
the United States, Washington, D. C., 
will be found extremely helpful, since it 
lists leading sources of export and im- 
port information and service in this 


country, including Government agen- 
cies, associations, and publications. An- 
other publication of interest, issued by 
this same organization, is “Doing Ex- 
port‘ Business,” which gives a general 
outline of exporting and its problems. 

One of the most helpful general ref- 
erence books on Latin America is “The 
South American Handbook: 1940 Edi- 
tion,” published by H. W. Wilson Co., 
New York ($1). This answers many 
of the most common questions regard- 
ing banking, exports and imports, in- 
dustries, insurance, natural resources, 
government and diplomats, physical 
features, currency, transport, towns, 
hotels, etc., for each of the countries in 
South America, Central America, Mex- 
ico, and Cuba. 

Also of real reference value is the 
booklet “Latin America: Credit, Eco- 
nomic and Exchange Conditions,” pub- 
lished recently by the foreign banking 
department of The First National Bank 
of Chicago. This contains salient facts 
relative to each nation, including units 


‘The banker whose customers 
are dealing with Latin America 
will easily find many ways in 
which he can be of help—either 
through familiarizing himself 
with Latin American trade and 
travel conditions, acting as a 
clearing house for information 
on export problems, or by main- 
taining a _ reference library 
which his customers may con- 
sult whenever the need arises. 
Such service will not only mean 
increased good will from the 
customer, but will provide a cer- 
tain measure of protection to the 
bank in financing local export- 
ers, and will lead to profit 
through increased foreign busi- 
ness and the resultant fees 
charged for handling the vari- 
ous banking transactions inci- 
dent to such trade,’’ suggests 
Mr. Koller in the accompanying 
article. 
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of exchange, principal imports and ex- 
ports, exchange and trade restrictions, 
industries, general facts, and a summary 
of government finance and economic 
conditions. 

An excellent current periodical in 
this field is “Commerce Reports,” a 
weekly containing foreign trade news, 
issued by the Bureau of Foreign and 
Domestic Commerce, U. S. Department 
of Commerce, Washington, D. C. ($2.50 
per year). The Bureau also publishes 
“Export-Import Practice,” a helpful 
guide to this field, which includes illus- 
trations of useful forms and suggestions 
for marketing and the analysis of mar- 
kets. 


Additional Reference Sources 


Of help in gaining a familiarity with 
Latin America, and of value as general 
references are such recent books as: 
“Economic Relations With Latin Amer- 
ica,” published by the University of 
Michigan, Ann Arbor, Michigan ($1) ; 
“America Faces South,” by T. R. 
Ybarra, published by Dodd, Mead & 
Company, New York ($3); “South 


American Primer,” by Katherine Carr, 


published by Reynal & Hitchcock, New 


York ($1.75) ; and “The European War 
and Trade of the United States with 
Latin America,” published by the Insti- 
tute of International Relations of New 
York University, New York (50 cents). 
The best source of information to aid 
in solving specific problems, of course, 
is the Bureau of Foreign and Domestic 
Commerce, U. S. Department of Com- 
merce—either the central office in Wash- 
ington, D. C., or any of the branches 
in various cities throughout the country. 
Also, quite frequently, local chambers 
of commerce maintain foreign divisions 
and keep in close touch with the Bureau 
of Foreign and Domestic Commerce, 
and are in a position to be of real assist- 
ance on problems that may arise. 
The banker whose customers are 
dealing with Latin America will easily 
find many ways in which he can be of 
help—either through familiarizing him- 
self with Latin American trade and 
travel conditions, acting as a clearing 
house for information on export prob- 
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lems, or by maintaining a reference |i- 
brary which his customers may consult 
whenever the need arises. Such service 
will not only mean increased good will 
from the customer, but will provide a 
certain measure of protection to the 
bank in financing local exporters, and 
will lead to profit through increased for- 
eign business and the resultant fees 
charged for handling the various bank- 
ing transactions incident to such trade. 
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BANKING EVOLUTION 
BANKING is in the throes of evolution, 
and evolution is a stern process. It often 
means that defective institutions are su))- 
planted by better ones. Those institu- 
tions which sanely streamline thev- 
selves to meet changes and fundament:| 
conditions tend to survive. Those that 
do not, perish and are supplanted |\y 
others that will. Bankers manufactur: 
and dispense credit which is the li‘« 
blood of business and upon them res's 
the responsibility of wisely administe- 
ing this function in the interests of the 
public. Evolution may take place within 
a bank, if there is enough open-minded- 
ness on the part of the management to 
permit it. Many banks failed in the 
thirties because of conditions over which 
they had no control. In the forties ther: 
probably will be a few such cases but 
most of them will be because manage- 
ment has not had the intelligence and 
courage to submit to the process of evo- 
lution. The years ahead will test our 
fortitude, our sanity, our open-minded- 
ness at every point.—Joseph E. Hughes, 
president, The Washington Irving Trust 
Company, Tarrytown,. New York, in a 
recent address. 
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Let us make our charges adequate, let 
us make them uniform to all of our cus- 
tomers with no exceptions. We should 
operate profitably and lay up reserves 
against the day when we shall need 
them. If we do this there will no longer 
be a problem of low earnings.—William 
C. Rempfer, cashier, First National 
Bank, Parkston, South Dakota, in a re- 


cent address. 
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Latin American 


Trade Responsibilities 


NY objective approach toward 
fuller benefits from a good neigh- 
bor policy with Latin America 
must recognize at once that a highly 
realistic viewpoint is necessary. We 
are not blind to the makeshift barter 
arrangements to which some of our 
friends to the South have been driven. 
We know that in order to buy outside 
their own boundaries over any period 
of time the Latin American countrics 
must also sell something outside their 
national boundaries. We know that 
much foreign capital has gone into ex- 
ploration and development work in 
Latin America. We should recognize 
also that the national policies and lean- 
ings of our Southern neighbors must 
just as certainly be based on national 
self-interest and desires as are our own. 
This being the case, it is obvious that 
we must look squarely at the facts and 
seek a solution which encompasses all 
of them. It certainly avails us nothing 
to wring our hands over barter arrange- 
ments, foreign capital investments, and 
other forms of economic infiltration. 
Either we should seek out and elimi- 
nate the causes of such developments or 
we should stop talking about them. 


The rub here is that the solution to 
many of our Latin American problems 
involves real effort and possibly some 
sacrifice on our part. In this respect 
we must admit to being self-centered 
and short-sighted. For about twenty- 
five years now the role of America in 
world economics has been that of a 
creditor nation, and yet still today large 
segments of American agriculture, busi- 
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By Russell G. Smith 
Executive Vic-President, Bank of America, 
N.T. & S. A., San Francisco, California 


ness, and industry refuse entirely to 
recognize the rightful responsibilities 
of such a role. I have no desire to lec- 
ture on what those responsibilities are. 
I am simply trying to underline the 
necessity for realistic thinking in any 
approach to increased economic bene- 
fits between Latin America and our- 
selves. 


U. S. Financing Essential 


The first step in our realistic think- 
ing must be to recognize in Latin 
America both a great opportunity and 
an equally great responsibility. If 
there is to be full realization of the 
possibilities for trade between America 
and the 125,000,000 people who live in 
the twenty republics of Central and 
South America there must also be a 
willingness on our part to help these 
people develop their own countries with 
American capital. The two go hand 
in hand, and he who would seek the 
advantage of one without the obligation 
of the other neither exemplifies the good 
neighbor policy nor reads aright the 
lessons of economic history. We do not 
know whether there will be any nations 
with capital to invest after the present 
war is over. At any rate, Latin America 
will continue to be a field for properly 
invested foreign capital and if there is 
any it will seek investment there. If 
it is not our own capital, it will be that 
of other world powers. Anyone who 
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RUSSELL G. SMITH 


anticipates that Latin America will con- 
tinue to be a good customer for Ameri- 
can products while receiving her major 
capital financing from other nations is 
an optimist indeed. If we are to keep 


certain European nations from acquir- 


ing gradual domination over Latin 
America, this is one of the steps which 
must be taken. Naturally, if the United 
States is to do its part in this respect, 
there must be as a prerequisite the assur- 
ance that American capital investments 
in the Latin American nations will not 
in the future suffer the fate which has 
in certain instances befallen them in the 
past. 

In the eight million square miles of 
Central and South America are vast re- 
sources awaiting the vitalizing energy 
of capital. Many of these natural re- 
sources are not competitive with the 
United States, and several may be 
vitally necessary to us in the future. 
Rubber and tin are outstanding ex- 
amples. The day may well come when 
the highest possible production of both 
items will be of the utmost importance 
to us. Although there is much Ameri- 
can money at work in some of these 
countries already, there is still room 
for a great deal more. At present, the 
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total of foreign investments is larger 
than our own. From both the long and 
short term view, this is undesirable, and 
we should take every opportunity to 
minimize foreign financial interest in 
Latin America and increase our own. 


Lend Gold to Central Banks 


The conflicts now going on in Europe 
and Asia also made necessary some 
realistic thinking and action on our 
part. In the first place, there is great 
uncertainty as to the future course of 
Latin American trade with Europe, 
which now takes approximately half of 
their annual exports. If barter tecli- 
nique becomes more widespread, we 
lose, because in the main the products 
which are sent to Latin America under 
such arrangements are the very itenis 
they otherwise would take from us. [f 
undue political influence or domination 
follows future foreign trade with Latin 
America, we lose doubly, for such a:- 
tivity would most surely and steadily 
eradicate both United States trade and 
moral influence in the countries to the 
South. 

Several well-thought-out plans look- 
ing to the solution of these problems are 
being widely discussed in this country 
right now. In connection with these 
plans, we may as well face the fact 
that any action to offset foreign activity 
and influence in Latin America is going 
to cost us money. The day of academic 
theorizing will now have to give way 
to realistic and vigorous action backed 
up by American dollars. Some of our 
huge gold hoard can undoubtedly be 
utilized beneficially in any plan which 
finally is adopted. I believe America 
should go back on an unrestricted gold 
standard and should lend gold to the 
central banks of Latin America to en- 
able them to do the same. Naturally, 
close attention would have to be given 
to the details of any arrangements with 
the individual Latin American republics 
in order to assure proper protection for 
such credits. However, if we can reach 
agreement as to principle, the mechani- 
cal details are very much a secondary 
consideration. I have no blueprint of 
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the exact steps to be taken, nor is there 
in my remarks any effort to furnish 
one—the details must be worked out to 
fit each country and each case. 


Encourage Travel 


Certainly, however, in order to em- 
bark upon any program of neighbor- 
liness which contemplates expanded 
loans and investments, we must develop 
knowledge of each other and mutual 
understanding even beyond that which 
we now have. 


To accomplish this, America should 
do everything possible to encourage 
American citizens to travel in Central 
and South America and to promote a 
free and extensive exchange of students. 

Similarly, our neighbors should be 
eucouraged to visit our home. 

A frequent exchange of visits, numer- 
ous interchanges of students, and a 
larger volume of travel will bring 
mutual understanding of both social 
and economic achievements and prob- 
lems. I am idealist enough to believe 
that some of the unfortunate events of 
the past would have been avoided by a 
better mutual understanding. 


Economic Aspect of Travel 


There is an economic aspect of this 


matter of travel, too. Our people dur- 
ing 1939 spent approximately $500.- 
000,000 for travel in other countries. 
Of this sum, only about $70,000,000 
went to countries south of the Rio 
Grande, and quite a large share of this 
went to Mexico. Under present sad and 
distressing European conditions, the 
people of the United States must look 
closer to home for their vacation trips, 
and an opportunity is provided to in- 
crease greatly the volume of travel be- 
tween the United States and Latin 
America. It is surprising how little is 
known generally of the attractions which 
Central and South America have to offer 
and much can be done to increase travel 
to these countries. 


[he important thing about this is 
that the money that American travelers 


‘If there is to be full realiza- 
tion of the possibilities for trade 
between America and the 125,- 
000,000 people who live in the 
20 republics of Central and 
South America, there must also 
be a willingness on our part to 
help those people develop their 
own countries with American 
capital. The two go hand in 
hand, and he who would seek the 
advantage of one without the 
obligation of the other neither 
exemplifies the good neighbor 
policy nor reads aright the les- 
sons of economic history... . 
Anyone who anticipates that 
Latin America will continue to 
be a good customer for Ameri- 
can products while receiving her 
major capital financing from 
other nations is an optimist in- 
deed,’’ says Mr. Smith in the 
accompanying portion of his 
recent address before the Na- 
tional Foreign Trade Confer- 
ence. 


and students leave in South America is 
not subject to export licenses, tariff 
quotas, consular invoices, and other 
barriers which trade is now encounter- 
ing in numerous ways. Such funds are 
readily usable by those who receive 
them and would help to improve the 
purchasing power of those countries for 
the use of imports from us. In this 
way we would be activating the good 
neighbor policy for two-way benefit. 

It must be clear that only on this 
basis can we expect to succeed in gain- 
ing lasting economic values from our 
good neighbor policy. A self-centered 
view which can only envisage a one- 
way stream of benefits from its opera- 
tion can result only in its deterioration. 
A willingness to live and let live, to 
see and understand the other fellow’s 
self-interest and point of view must be 
integral parts of our national attitude. 
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Developing 


Employe Loyalty 


PART (II) 


HE third point in my program of 

education is to encourage employes 

to take up public speaking and de- 
bate work. On the face of this, public 
speaking and debate seems rather dis- 
tant on the new business horizon, but 
in reality it is one of the most potent 
tools with which bankers conduct their 
daily business. Every employe of a 
bank who comes in contact with the 
public needs a course in public speak- 
ing. There are altogether too many 
bankers who operate under the theory 
that “it is better to remain quiet and 
be considered a fool, than to speak and 
remove all doubt.” Timidness and the 


RAY A. ILG 


By Ray A. Ilg 
Vice President, The National Shawmut 
Bank, Boston, Mass. 


inability to present ideas in a logical 
and forceful manner have no place in 
the makeup of a modern banker. A 
course in public speaking is one of the 
best means of overcoming any such de- 
ficiency. 

Debate work is simply an advanced 
stage of public speaking. The reason 
I mention this to you is because it gives 
the employe a valuable training not 
only in thinking on his feet but in re- 
futing illogical arguments in a sound 
and diplomatic manner. I would even 
go so far as to suggest that you encour- 
age debate teams within your own or- 
ganization. I would suggest that if pos- 
sible you get together several teams and 
have them debate each other on many 
of the important banking questions of 
today. This would encourage the em- 
ployes of your institution to do some 
constructive thinking on important 
banking topics and enable them to be- 
come better informed on both sides of 
the question. 

It might not do any harm to have 
the entire personnel of your organiza- 
tion listen to these monthly or bi- 
monthly debates and for the bank to 
award suitable cash prizes to the mem- 
bers of the winning debate team. 


Treat Job as Profession 


The fourth and final point in my pro- 
gram is to encourage every employe to 
think of his job as a profession. 
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An interesting document was brought 
to light during the celebration of the 
80th anniversary of the Carson, Pirie, 
Scott & Company store in Chicago, 
which gives us an idea of what the word 
“profession” meant in another line of 
business many years ago. This docu- 
ment contained the rules for employes 
at the time the company’s first store 
was opened. They were as follows: 

“The store must be open from 6:00 
a. m. to 9:00 p. m. the year round. 

“The store must be swept; counters, 
shelves and showcases dusted; lamps 
irimmed, filled and chimneys cleaned; 
pens made; doors and windows opened; 
a pail of water, also a bucket of coal 
brought in before breakfast (if there is 
time to do so), and attend to customers 
who call. 

“The store must not be opened on 
the Sabbath unless necessary and then 
only for a few minutes. 

“The employe who is in the habit of 
smoking Spanish cigars, being shaved 
at the barber’s, going to dances and 
other places of amusement, will surely 
give his employer reason to be sus- 
picious of his integrity and honesty. 

“Each employe must pay not less 
than $5 per year to the church and must 
attend Sunday School regularly. 

“Men employes are given one eve- 
ning a week for courting and two if 
they go to prayer-meeting. 

“After fourteen hours of work in the 
store, the leisure time should be spent 
mostly in reading.” 


While times have changed consider- 
ably since the days in which those rules 
were in effect, there is one thing (aside 
from the Spanish cigars) that seems to 
stand out in those rules, and that is 
that management evidently wished to 
impress upon its employes the thought 
that their place in the company consti- 
tuted a profession and not just another 


job. 


Methods of Encouragement 


How this thought of regarding a po- 
sition in a bank as a profession can be 
instilled into the minds of all employes 
is something which each bank must do 


in its own individual manner. Personal 
conversations between officers and em- 
ployes, printed material, group meet- 
ings and the encouragemnt to study the 
banking business, are some of the ways 
by which this may be accomplished. 

It is not the easiest thing in the world 
for a busy bank executive to take very 
much time from his daily work to talk 
with employes about their jobs and 
their future. While this can sometimes 
be done at odd times, such as at lunch 
periods and after hours, with equally 
good effect, I want to make it perfectly 
clear that the time spent in this manner 
is far from being wasted effort. 

One of the simple traits of human 
nature is to admire your superiors and 
respect their judgment and advice. This 
latent characteristic which exists among 
all employes should be cultivated to 
bear fruit. The quality of the fruit that 
is reaped will depend upon the effort 
which the individual officers give to this 
cause. If management would only 


realize the powerful effect that its per- 
sonal counsel and friendly advice has 
upon the attitude and viewpoint of the 


‘In offering a four-point pro- 
gram which covers such things 
as a proper booklet for new em- 
ployes, the holding of regular 
employes’ meetings, the encour- 
agement of public speaking and 
debate work, and the necessity 
for employes to regard their job 
as a profession, I have tried to 
point out the necessity of de- 
veloping the type of employes 
who are not only capable of sell- 
ing the bank’s services, but what 
is more important, are willing 
and anxious to do so,’’ suggests 
Mr. Ilg in the accompanying ar- 
ticle. This is the concluding por- 
tion of his recent address at the 
American Institute of Banking 
convention, the first portion hav- 
ing been published in the Au- 
gust issue of THE BANKERS 
MAGAZINE. 
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employe in regarding his job as a pro- 
fession, it would make certain that suf- 
ficient time would somehow be given 
to this important phase of public re- 
lations. 

I would like to quote a letter which 
R. E. Harding, president of the Fort 
Worth National Bank, Fort Worth, 
Texas, received from one of his em- 
ployes, as a means of illustrating how 
this high regard for one’s position in 
a bank can be shared by even a lowly 
office boy. 


Dear Mr. Harding: 


I am an office boy in our bank. I like 
to call it “our” bank because... well, 
thanks to the warm atmosphere of friend- 
ship that pervades it, I rather feel that 
part of it is mine and I am part of it. 

To me, the bank is more than just a 
place to work eight hours a day and six 
on Saturday. It symbolizes wealth, power, 
stability and a promise, a chance for suc- 
cess. Every marble slab in its massive 
columns seems to stand stoically immobile, 
perpetually saying: “Stay with me long 
enough and I'll give you wealth and hap- 
piness.” What a lot of life those columns 
must have seen from their exalted position 
over the lobby! Why, even I, an office boy, 
have seen the leaping flames in the eyes of 
a man who, with head held high, came 
proudly, almost arrogantly, to pay his debt 
and claim his freedom. But, too, I have 
seen sorrow in the misty eyes of a despond- 
ent veiled widow, come to seek consolation 
and advice from trust department officials. 

I have learned a lot since I became an 
office boy about banking and about people 
too. I am compelled to admit, Mr. Hard- 
ing, that I didn’t know what to do with 
the checks when I began to work here. I 
know now, but I have learned, too, the 
thrill of a smile and a cheery word when 
I’ve made a mistake and am feeling pretty 
low. 

I’ve seen the monarchs of money come 
to the office where I fill the fountain pens 
every morning, to make their contributions 
to financial history. I’m proud to work in 
the bank. Some day Ill be one of those 
monarchs. Some day, Mr. Harding, maybe 
I’ll be president! 


Sincerely yours, 


Carter Murphy. 


No wonder Mr. Harding was proud 
to reproduce this letter in the official 
publication of his bank. We need more 
young men in our banks with the spirit 


and the vision of this youth. Employes 
should be taught to regard their status 
in the bank as an opportunity to learn 
and take part in a great profession 
rather than just fill another job. 

In offering a four-point program 
which covers such things as a proper 
booklet for new employes, the holding 
of regular employes’ meetings, the en- 
couragment of public speaking and de- 
bate work, and the necessity for 
employes to regard their job as a pro- 
fession, I have tried to point out the 
necessity of developing the type of em- 
ployes who are not only capable of 
selling the bank’s services, but, what 
is “more important, are willing and 
anxious to do so. 

In closing, there is one dominant 
thought which I would like to leave 
with you; it is this—adopt a definite 
program of employe education and 
stick to it. Then you may expect your 


employes to play their part in develop- 
ing new business for your institution. 


© 


BANKING’S FUTURE 


Wuart the future of banking in our so- 
ciety will be, whether or not it will be 
allowed to function naturally as a lead- 
ing branch of social science and fulfill 
its highest objectives of service and re- 
sponsibility to the public, rests in the 
hands of the people. They are the court 
of last resort and before them we bank- 
ers must lay our case.—Joseph E. 
Hughes, president, The Washington Irv- 
ing Trust Company, Tarrytown, New 
York, in a recent address. 


© 


Banks should recognize the relationship 
of the cost of bank money to other 
phases of bank operation in its true 
light and, always with the desire to be 
reasonably generous with their de- 
positors, banks should nevertheless de- 
termine their bond portfolio policies 
first and should then make their total 
interest payments to depositors conform 
to or depend upon these policies. 
Stephen M. Foster, City Bank Farmers 
Trust Company, New York City, in a 
recent address. 
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Problems in 


Small Business Credit 


NALYZING the financial needs of 

business, we find that borrowed 

funds come principally from com- 
mercial banks. Our first question is 
whether or not there is an ample and 
available supply of credit for the sound 
working capital needs of business by 
way of bank credit. 

There may have been some question 
as to the supply of credit from banks 
a few years ago, but it is common 
knowledge in every village, town and 
city of this country that the banks of 
deposit are overflowing with funds and 
are not only willing but are aggressively 
active in seeking every possible outlet 
by which to make loans to business and 
industry for sound working capital 
needs. Loans for the production of 
goods, for carrying inventories, for 
goods in process of manufacture and 
for goods in transit are available today 
. in the largest supply and at the low- 
est rates of interest in the history of 
the country. 

There are also needs for working 
capital that take the risks of the busi- 
ness. Losses on bank loans must neces- 
sarily be kept at a minimum and in 
order that this may be done, there must 
be a reasonable amount of working 
capital represented by ownership to 
stand between bank loans and losses of 
the business. Under no sound credit 
theory should this part of the working 
capital be represented by loans—it 
represents the stake of the owner in 
the operations of the business and must, 
therefore, necessarily come as an invest- 
ment by the owner or stockholder. 
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on Federal Legislation, American Bankers 
Association 


The second requirement of business 
is for long-term capital. Such capital 
may be in the form of loans and bonds 
or in the form of stock, common or 
preferred. Such stock, of course, repre- 
sents ownership, whereas the loans or 
bonds represent indebtedness. It is my 
opinion that the funds of a commercial 
bank have no place in this part of the 
capital structure of business. The law 
prohibits, and rightly so, the investment 
of bank funds in common or preferred 
stocks. In many states banks are still 
prohibited by law from making long- 
term loans. It is my opinion that com- 
mercial banks have no justification for 
investing the demand funds of a de- 
positor in long-term bonds of enterprise. 
There is an intermediate field, however, 
in which banks may properly operate. 
In that field is the amortized term loan 
to industry running three to five years 
and in some cases longer. This is a 
comparatively new field for the employ- 
ment of bank funds, but the bankers of 
America, recognizing the need in the 
intermediate credit field, are vigorously 
exploring the demand for intermediate 
term loans and the larger institutions 
are fully supplying the demand for 
sound loans in that field. 

A survey by the Board of Governors 
of the Federal Reserve System shows 
that on April 19, 1939, approximately 
four hundred banks had outstanding 
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‘‘The source of funds in- 
volving substantial risk must be 
private investments in the form 
of equity capital. It is only 
when the problem is moved over 
into the field of social objectives 
that there can be a justification 
for making loans or investments 
where the losses must be social- 
ized by taking them out of the 
public treasury. However, the 
adoption of any program of 
socializing credit for business 
will eventually undermine the 
entire credit structure of the 
country and is but a step toward 
socializing business and indus- 
try,’’ says Mr. Wiggins in the 
accompanying portion of his 
recent address before the Ameri- 
can Association of Independent 
Small Business Institute. 


24,900 intermediate term loans aggre- 
gating one billion four hundred and 
twenty million dollars. Ninety-two per 
cent of these loans were in amounts of 
less than one hundred thousand dollars. 

Long-term loans to industry are 
usually represented by bonds. In former 
years, such bonds were underwritten by 
banking institutions and bond houses 
and distributed to the public. The 
principal source of long time money 
for business is the individual investor 
and to a less extent the institutional 
investor. In distributing bonds the 
banks in former years provided an im- 
portant part of the machinery for dis- 
tribution. With the enactment of the 
Banking Acts of 1933 and 1935 the 
distribution of corporate bonds by 
banks directly or indirectly was pro- 
hibited by law. Since that time inde- 
pendent bond houses have continued this 
distribution. 

A second factor that entered this pic- 
ture was the Securities Act of 1933, 
which requires under certain conditions 
and with some exceptions the registra- 
tion with the Securities and Exchange 
Commission, in advance of issue, secu- 
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rity issues of business and industry. 
Omitting the question of the need and 
desirability of this legislation, the time 
and expense required for registration 
have proved a deterrent to the flotation 
of bond and; stock issues. Notwithstand- 
ing these measures, there exist today 
abundant facilities for underwriting and 
distributing bonds and other securities 
of business and industry and additional 
machinery will be provided when 


needed. 


Need and Incentive Lacking 


The tremendous decline in the vol- 
ume of bonds distributed and the 
shrinkage of funds flowing into long- 
term investments in recent years results 
from no lack of machinery, and only 
partly from the restrictions of these new 
laws The true explanation of the de- 
cline is in the reduced demand of busi- 
ness and industry for long-term money 
on the one hand and on the other hand. 
a disinclination on the part of the in- 
vestor to put his money in such secu- 
rities. During the past ten years busi- 
ness has not required any large volume 
of long-term funds because business has 


not expanded its plant and equipment 


in recent years. There has been neither 
the need nor the incentive for large 
scale expansion. Whatever demand has 
come in recent years, with few excep- 
tions, has been for refunding or for 
replenishing working capital that has 
been lost. It is for this latter purpose 
that most of the demand has recently 
come. A large part of the business 
loans made by the Reconstruction Fi- 
nance Corporation and the industrial 
loans of the Federal Reserve System 
have been for that purpose. 


Two questions about long time loans 
suggest themselves: First, are the credits 
sound? Second, what are the sources 
from which the funds may be obtained? 

Unquestionably some of these credits 
are good and loans are justified. Others 
are not, and many are in the twilight 
zone. There are some businesses that 
no amount of credit can save. Some of 
them are the victims of economic 
change, others of poor management or 
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of misfortune. It is neither in the pub- 
lic good, nor in the interests of our 
national economy, nor fair to competing 
capital that such businesses be sub- 
sidized with tax money, and they cannot 
hope to attract private capital. 


Long-Term Money Sources 


The business that is basically sound 
but needs long-term money has three 
sources of funds: the public, credit in- 
stitutions, and Governmental agencies. 
The proper source is the individual in- 
vestor. Here we arrive at the most 
serious dam to the flow of money into 
the credit structure at the present time. 
{here are some situations in which pri- 
vate investors are willing to put their 
money in long-term investments, but on 
the whole, the private investor is keep- 
ing his funds in cash in the banks or 
is putting them into government and 
municipal securities. The key to un- 
lock this flow of credit can be found 
only by looking into the minds of the 
individuals who have the money but 
refuse to buy the long-term securities of 
business and industry. If the bank de- 
positor is unwilling to risk his funds 
in long-term industrial bonds, surely 
the bank would not be justified in using 
the depositors’ funds for that purpose. 

Why does the depositor or other pri- 
vate investor refuse to buy long-term 
industrial bonds? The answers I get 
are: one, that he wants to keep his 
funds liquid and available; two, that 
the future earnings of business are too 
uncertain for him to make long time 
commitments; three, that he fears a de- 
cline in the value of the long-term 
dollar; and four, tax exempt Govern- 
ment securities are more attractive. His 
whole psychology revolves around un- 
certainty and fear. It is my deliberate 
opinion that no amount of artificial 
stimulation and no amount of new 
financial machinery will bring a sub- 
stantial flow of private capital into long- 
term fixed income bearing securities 
until the psychology of fear and uncer- 
tainty has been removed from the minds 
of private investors, and confidence in 


the future profitable operations of the 
borrowers has been restored. 


Reasons for Difficulties 


Present difficulties of business in se- 
curing long-term funds are primarily in 
two fields; first, is the case of the sound, 
smaller business requiring $500,000 or 
less. Such loans are less attractive to 
the large institutional investors than the 
larger loans and the costs of investigat- 
ing and making such loans naturally 
run high per dollar of the loan. Until 
the private investor is again willing to 
buy such securities, there will remain a 
gap in this part of the long-term credit 
field other than as may be supplied by 
the RFC or the industrial loans of the 
Federal Reserve System. There is little 
evidence, however, of any substantial 
demand from business for loans in this 
classification. Here and there we may 
find an occasional meritorious case that 
is not being served, but by far the 
larger part of the demand for long-term 
funds by business, is in a second cate- 
gory; namely, where there is a substan- 
tial credit risk involved. In most of 
such cases, the need is not for loans 
but for adequate capital. Neither in- 
dividuals nor institutional investors will 
make such loans and properly so. If 
the credit risks and losses in such cases 
are too great to be taken by private 
capital, surely it is an improper use of 
public funds to make these loans 
through governmental agencies. 

My conclusion is that the inevitable 
answer to this problem, if considered 
in the field of credit and finance, is that 
the source of funds involving substan- 
tial risk must be private investments in 
the form of equity capital. It is only 
when the problem is moved over into 
the field of social objectives that there 
can be a justification for making loans 
or investments where the losses must be 
socialized by taking them out of the 
public treasury. However, the adoption 
of any program of socializing credit for 
business will eventually undermine the 
entire credit structure of the country 
and is but a step toward socializing 
business and industry. 
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S Washington swelters and fumes, 

climatically and politically speak- 

ing, through a long summer, hav- 
ing the constant fear of surprises from 
overseas hanging like a suspended 
sword, banking developments are 
definitely woven through the warp and 
woof of accomplishment These de- 
velopments are not so frequently high- 
lighted in the daily papers because they 
are so frequently technical and banking 
does not lend itself to easy explanation. 
Unfortunately, it is too frequently be- 
lieved that changes in banking processes 
are of little interest to the reader. 

An example of underlying changes 
which will affect banking, is found in 
the hotly debated conscription bill, 
known in the War Department as the 
“Soldiers and Sailors Bill.” The pro- 
visions written into this measure are 
designed to postpone, under certain 
safeguards, the financial obligations of 
those called into military service. Not 
only are banks concerned, but also the 
customers of the banks such as real 
estate interests, estates, and all others, 
including finance companies and those 
doing business on credit. 

While the present bill—which may 
conceivably become law before this 
reaches subscribers—follows the main 
lines of the earlier draft bill, an en- 
deavor to modernize and simplify it has 
been made. In broad outline, current 
financial obligations of a contractual 
nature, coming due, will merely be 
postponed until the individual leaves 
the military service Ultimately the in- 


IN 
WASHINGTON 


By Our 
WASHINGTON CORRESPONDENT 


dividual will be responsible for the debt 
incurred, plus interest. That is, if a 
note comes due at the bank and the 
maker of the note has been called into 
military service, there becomes effectiy e 
a provision of the law to postpone pav- 
ments and interest until the time when 
the individual again assumes his civil 
status. 


In some instances, the court is eni- 
powered to act along lines similar to 
the establishment of a moratorium. No 
default judgment may be rendered until 
the civil courts comply with certain 
requisites in the law, but the draftce 
eventually must meet the full extent of 
the liability assumed. This applies in 
the case of personal loans, which some 
banks have specialized in making and 
developing. 

In the case of real estate taxes and 
related matters, the court will extend the 
payment dates but interest at 6 per cent 
must be paid. In rent payments the 
property owner would appeal to the 
court. The court decides if the renter 
is unable to pay because of military 
service. If this is the case, a three 
months period is allowed before con- 
viction proceedings can be started, or 
“make any other order that may be 
just.” However, eventually back pay- 
ments must be paid. 


In the case of insurance payments, 
the Veterans’ Administration is allowed 
to make payment under certain condi- 
tions. When the individual leaves the 
military service, an additional year 
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would be granted to make good on 
all back payments. 

The court has certain discretionary 
powers. It is possible for the court to 
order that the Government deduct part 
of a man’s military pay to help take 
care of obligations. The War Depart- 
ment has declared through its legal 
hranch that “the provisions of this bill 
do not prejudice the rights of individ- 
uals, partnerships, corporations or other 
husiness associations who may have any 
rights alleged to exist against a person 
in the military service. . .. The purpose 
cf the bill is to free persons in the mili- 
tary service from harassment and injury 
to their civil rights during their term 
of military service.” 


Excess Profits Tax 


Another pending bill, also speeding 
to passage, is the excess profits tax. In 
this, as in the foregoing measure, the 
American Bankers Association is seek- 
ing clarification in sections affecting 
banking At this writing, several prob- 
lems are presented to banks under the 
assumption that they are included as 
corporations. On this point there seems 
to be no doubt. It is true, of course, 
that under the recently repealed excess 
profits tax bill, banks were given special 
exemption status. This is no longer the 
case. In fact, organized banking is 
making no request to be excused. 

The base of the excess profits tax 
measure, as now written, is the period 
of 1936-1939. This period found bank 
earnings moderate. Earnings have been 
increasing since that period and with 
defense loans and better business earn- 
ings are expected to rise. Points upon 
which clarification are sought before 
final passage by House and Senate, in- 
clude rulings on the establishment of 
invested capital. It is believed that 
deposits will not be included. 

Certain inadmissible assets are speci- 
fied in the bill. These include the tax 
exempts, such as Government, State and 
city bonds. Banks are presumably 
allowed, with all corporations, to deduct 
the tax exempts in their calculations 
setting up the invested capital tax base 
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of 1936-1939 for purposes of comput- 
ing the excess profits tax. Deduction 
of these from the past records of the 
banks would thus lower the base and 
thus also make the prospective compara- 
tive earnings in the future much larger 
and so subject the banks to increased 
excess profits taxes. Whether this phase 
will tend to cause some banks to sell 
their Government securities is now the 
subject of speculation. 


Loans on Government Contracts 


Another phase of the present drive 
for better national defense is the desire 
that some of the smaller industrial units 
of the country be allowed to assign their 
government contracts for bank loan 
purposes. This matter was first publicly 
mentioned by Reserve Board Chairman 
Eccles when he was testifying before 
the Senate Banking and Currncy Com- 
mittee on the Mead Small Loan Bill. 
Chairman Eccles proposed a 5-year 
amendment to present law. It is again 
desired that assignment of such contracts 
be allowed. This would involve some 
form of registration. The talked-of bill 
would be operative only during the 
present so-called emergency. Organ- 
ized banking has unofficially favored 
such a move as a means of aiding the 
industries which do not have extensive 
capital resources. 


Foreign Funds 


In the field of foreign affairs relating 
to banking, the Treasury Department 
continues to struggle over the question 
of foreign funds which have been 
“frozen” to prevent them falling into 
the hands of certain conquering nations. 
The list of governments whose funds 
have thus been made inactive if found 
in this country, have reached consider- 
able proportions. This is particularly 
true in the case of French funds. Appli- 
cations for licenses so that banks may 
continue to administer estates and con- 
tinue to transact business for American 
industral interests, have brought many 
problems never before faced. 

Dr. Joseph Perkins Chamberlain, 66 


223 





year old Professor of Public Law at 
Columbia University, is now struggling 
to unwind the legal technicalities. The 
Administration realizes that every de- 
cision may, one day, be challenged. Dr. 
Chamberlain confers with the State De- 
partment on the international phases of 
the various licensing orders being 
issued. He is not talkative about his 
“trouble shooting,” but admits that if 
Germany proved victorious, the ultimate 
settlement of the “freezing” of these 
funds would be a subject of long and 
tedious negotiation between the United 
States and the puppet governments in- 
volved. 


Deposit Insurance 


Looking toward the remaining months 
of the present continuous session of 
Congress which has been in progress, 
evidences point to renewed pressure for 
passage of the Steagall deposit insur- 
ance bill. This measure would reduce 
bank assessments to the Deposit Insur- 
ance Corporation. It carries other pro- 
visions such as the construction of a 
new building and changes in the Comp- 
troller’s status as an ex officio member 
of the FDIC Board. This latter pro- 
vision is not now expected to be pressed. 

Banks are anxious that their assess- 
ments be lowered. In fact, Chairman 
of the FDIC, Leo T. Crowley, has recom- 
mended such action predicated on the 
good financial record of his cor- 
poration. 

Also pending, is a bill fathered by 
Senator Byrnes, and passed by the 
Senate, to eliminate interbank deposits 
from assessments. Current speculation 
is that the Steagall bill and the Byrnes 
bill may be combined and adjusted. It 
is possible that banks may be given 
some choice between paying assess- 
ments on interbank deposits or having 
their all-over assessments reduced. 


Branch Banking 


Another current subject of wide in- 
terest concerns branch banking—two 
words that have fighting meanings in 
some sections. The Comptroller of the 
Currency is confronted with an applica- 


tion to permit the establishment of a 
branch banking system in Michigan. 
The State Supervisor in that State is 
opposed and holds the establishment of 
such a system illegal. The Attorney 
General of the State construes the law 
as permitting the branch system. Dur- 
ing the last few weeks, the Attorney 
General of the United States concurred 
in the legal views of the Michigan At- 
torney General. He had been asked to 
rule by the Comptroller of the Cur- 
rency. 

However, the Michigan delegation in 
Congress, largely Republican, have 
urged the Comptroller to postpone 
action. Senator Vandenberg has been 
in correspondence with the Comptroller, 
urging such action. He is supported by 
Congressman Wolcott and Crawford. On 
the other hand, Senator Prentiss Brown 
of Michigan has favored allowing the 
system’s establishment. Senator Brown 
is a Democrat. Comptroller Delano has 
shown no hurry in making his decision. 
It is known that he has other branch 
banking problems before him. 


Judge Birdzell 


No broad review of the banking situa- 
tion in Washington would be complete 
without the mention of the leaving of 
Judge L. E. Birdzell, General Counsel 
of the FDIC, to become vice-president 
and senior trust officer of Bank of 
America NT & SA. Judge Birdzell has 
left his imprint on the FDIC in legal 
decisions and in Congressional contacts. 
He has been a confidant of Congress- 
men and Senators and has written many 
laws for national legislators. Prior to 
coming to Washington, at the behest of 
former Comptroller of the Currency 
J. F. T. O'Connor, he taught law and 
was judge of the Supreme Court for 


the State of North Dakota. 
- © 


No solvent state ever went totalitarian. 
A dictator is nothing more than a re- 
ceiver for a nation gone bankrupt. Let 
us ever be on the alert to prevent any 
first trust officer in our great country 
from becoming a_ receiver. — Orval 


Adams. 
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ON THE 


WEST COAST 


By JOHN FARNHAM 


EW subjects have attracted more 
attention from bankers during re- 
cent years than that of “public 
relations.” Hardly a group meeting, 
a convention or a seminar has been 
held lately without a discussion coming 
forward on how to: develop a better 
feeling between the banker ‘and the pub- 
lic. This is natural enough, considering 
the abuse that bankers have taken at 
the hands of self-appointed spokesmen 
for “the public” during the past ten 
years, but it is neither natural nor 
fortunate that the whole subject of pub- 
lic relations has been made into a kind 
of mystery by a lot of people who 
should know better. 

Good public relations are essentially 
nothing esoteric. They are, instead, 
the result of every-day tasks done in a 
spirit of every-day kindness by every- 
day men and women. A few examples 
from that section of the country with 
which your correspondent is most fa- 
miliar—Western banks and bankers— 
will serve to illustrate this simplified 
concept of public relations. Vice-Presi- 
dent E. A. Mattison, of the Bank of 
America, N T. & S. A., summed the 
subject up nicely the other day when 
he suggested to this reporter: 

“The term public relations is fre- 
quently misinterpreted as applying to 
some sort of sales promotion or adver- 
tising program, or the dissemination of 
propaganda. But any of these inter- 
pretations is far from the truth. Pub- 
lic relations are fundamentally human 
relations, and are an every-day job. 
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Basically, friendliness, humaneness, 
service and understanding are all there 
is to doing a real public relations job. 
Publicity and advertising cannot make 
good public relations, but common 
sense, unfailing courtesy, and that ex- 
tra ounce of willingness to be helpful, 
can.” 

If one thinks a bit about Mr. Mat- 
tison’s definition of public relations and 
then looks around him it isn’t hard to 
see why one bank has the wholehearted 
good will of its customers while an- 
other may fall a little short. Take, 
for example, the National City Bank 
in Denver, Colorado, of which A. E. 
Upton is the president. 


Courtesy and Kindness 


Back in the dark days before the 
banking holiday of 1933, when the pub- 
lic everywhere was a little jittery about 
its banks, a woman walked into the 
National City and asked for a certified 
check in the amount of $2,500. It 
about exhausted her account, but it was 


issued to her. Half an hour or so later 
she returned and wrote a check to cash 
for $2,500. The teller explained that 
he could not pay it because she had 
already virtually exhausted her account 
by certification. She didn’t seem to 
understand, so he suggested that she 
talk to Mr. Upton. She did, explain- 
ing that she had meant to deposit the 
funds in the Postal Savings system, but 
that they would not accept checks, 
therefore she had torn up the certified 
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item and now wanted the cash. Mr. 
Upton patiently explained that the bank 
could not pay out the cash until she 
returned the certified item for cancella- 
tion. It took a bit of explaining, but 
the woman finally understood and de- 
parted, to return a few moments later 
with a bag filled with scraps of paper. 
She had been to the post office and 
emptied the wastebasket in which she 
had discarded the torn-up certified 
check. 

Many a bank president in those har- 
ried days would have lost his patience, 
but not A. E. Upton. He got out a 
paste pot and blank sheet of paper, 
and together he and the woman sat 
down at his desk and, piece by piece, 
sorted out that certified check from the 
waste and put it together again. The 
process tock nearly an hour; but, and 
here is the punch line in this story: 
when it was all over and the certified 
item could be identified, and Mr. Upton 
said: “Now I'll cancel this and you can 
have your money.” The woman an- 
swered, “No, this is a good bank; I 
think I'll leave it here.” 

Mr. Upton, it seems, has what is 
known as the public relations technique. 
So, too, although he probably doesn’t 
know it, has C. W. Sorensen, manag- 
ing executive of the First Industrial 
Bank, also in Denver. His bank, one 
of the Morris Plan operators, has 
grown rapidly in the past 20 years, 
and the other day he hinted at the rea- 
son, or at least one of the reasons, why. 
“It is a standing instruction here,” 
Mr. Sorensen explained, “that if one 
of us is talking to another member of 
the organization, and a customer ap- 
proaches, the visiting employe is to 
step aside. After all, if I have any- 
thing to say to anyone in this office, I 
can find plenty of time to say it after 
hours, so I can wait; but the customer 
may only have a few minutes. He 
must come first. You see, every time 
a person comes through that door to 
execute a loan or make a payment 
on an outstanding loan, he is helping 
to pay my salary.” 
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Spirit of Helpfulness 


It does not follow from this that good 
relations with the public are dependent 
entirely on simple acts of courtesy and 
kindness. Such relations may stem 
from the execution of ordinary bank- 
ing transactions done in a spirit of 
helpfulness. This is often particularly 
true in the matter of making loans. 
Thus, for example, any cost accountant 
will agree that it costs a* bank money 
to make a loan for less than, say, 
$100. Yet it is sometimes true that a 
loan for $50 or even $25 is not only 
good public relations, but good busi- 
ness as well. 

Oscar Arnold, president of the First 
National Bank of Ontario, Calif., offers 
an example of this in a story he tells 
of a contractor in one of the building 
trades whose business was built as tlie 
result of an insignificant bank loan. 
The contractor, it seems, came into tlie 
bank and explained to Mr. Arnold that 
he could get a job if he could borrew 
a few dollars to buy the necessary sup- 
plies. Strictly speaking, making thie 
loan was not good banking, and it 
would have been easy for Mr. Arnold 
to have pointed out that the bank did 
not make loans in such small amounis, 
but instead Mr. Arnold made the loan. 
From that beginning the contractor’s 
business grew to important proportions 
and he became a valuable and impor- 
tant customer for the First National 
Bank of Ontario to have. Without Mr. 
Arnold’s unprofitable first loan this 
would not have resulted, at least for 
the First National Bank. 


Understanding and Generosity 


Another example of how good public 
relations can also be good banking or 
how good banking can be good public 
relations turned up the other day in 
Santa Barbara, at the County National 
Bank and Trust Company there. In 
discussing modern trends in building 
and real estate development, Louis Lan- 
caster, assistant vice-president of the 
bank, pointed out that the demand for 
small house lots was declining and that, 
realizing this, the bank had moved to 
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reassemble sub-divisions so that acre- 
age rather than lots could be sold. 
People have been attracted to these and 
have bought them in order that their 
homes (which the bank, of course, is 
financing) could be surrounded by 
gardens and orchards. This seems a 
far cry from “public relations” but if 
you look back to the definition given 
earlier in this article it is not so far 
removed at that. Nor was another act 
of the County National Bank and Trust 
Company. Last spring, pending perma- 
nent hanging in a gallery, the bank was 
siven charge of a group of paintings 
hy a distinguished local artist. It dis- 
played twenty-six of these on the walls 
of its banking rooms, but there remained 
. good many others that could not be 
thus displayed, because of lack of space, 
so the bank lent these for exhibition to 
. competing bank down the street. It 
wanted the public to see the paintings, 
lecause they would give the public 
pleasure. Plainly, it was better “public 
relations” to show as many of the paint- 
ings as possible, even if making two 
exhibits rather than one weakened the 
value of the incidental “publicity” so 
far as the County National Bank and 
Trust Company was concerned. 

A somewhat similar act of generosity 
was conceived in 1936 by Carl Wente 
when he was president of the First Na- 
tional Bank of Nevada at Reno. He 
felt it was the duty of the First National 
as the leading bank in Nevada, to ad- 
vertise the advantages of the state to 
the outside world. Thus he had the 
bank publish a booklet, “One Sound 
State,” in May, 1936. This was fol- 
lowed in 1937 by a second booklet on 
the same theme: “Nevada, The Cyclone 
Cellar for the Tax Weary.” Of this 
last booklet 40,000 have been printed 
and distributed, mostly to persons out- 
side the state. The point about both of 
these booklets is that they do not carry 
a line of advertising for the First Na- 
tional Bank. They were published 
purely as a service to Nevada and its 
people. In that light they were good 
public relations, although their adver- 
tising value and publicity value from 
the bank’s own standpoint was cer- 
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The emphasis is on a thorough grasp 
of the principles of accounting as applied 
to bank practice. While complete in its 
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tainly no more than secondary. Per- 
haps this Reno example illustrates the 
essential difference between advertising 
and public relations. The one is some- 
thing you do for yourself, expecting a 
direct return; the other is something you 
do for someone else, without expecting 
any tangible return. The paradox lies 
in the fact that the second is quite as 
likely to result in tangible returns as 


the first. 
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AFTER ten years of sub-normal business, 
the United States craves a period of real 
prosperity. So far as domestic affairs 
go, we would achieve better times by a 
restoration of confidence by genuine co- 
operation between three important fac- 
tors: business, labor, and the govern- 
ment. The course of the war may 
change everything, but otherwise the 
outlook for improved relations among 
the three is fairly bright.—-Dr. George 
Dowrie, Professor of Finance, Graduate 
School of Business, Stanford University, 
in a recent address. 
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Investment 
and Finanee 


EnitEp By OSCAR LASDON 


Price Inflation 


ISCUSSING “The Defense Pro- 
gram and Price Inflation,” in a 
publication of the Bureau of 

Agricultural Economics, Fred L. Thom- 
sen points out that large projected in- 
creases in Government spending for 
defense have aroused some concern over 
the possibility of a serious price infla- 
tion. It is noted that forces potentially 
contributing to marked changes of the 


price level within a country may be 


classified as external and internal. Be- 
cause of controlled buying by European 
nations, the British blockade, and the 
availability of relatively large supplies 
of many commodities, it is believed that 
external factors tend to restrict any 
marked rise in commodity prices. The 
possibilities of price inflation as a re- 
sult of internal conditions, however, 
appears to be greater because of the 
domestic armament program. 

Mr. Thomsen is of the belief “that 
general world economic conditions 
which are likely to prevail within the 
next several years seem likely to act 
as a rather effective brake upon any 
price inflation within the United States 
which otherwise might occur as a result 
of internal developments. Nevertheless, 
they would not necessarily prevent a 
considerable price rise. 

“Those who expect a marked rise in 
the general price level as a result of 
our defense prevarations point to our 
large monetary gold stocks and unused 
credit resources which have been built 


up during the past seven years, and to 
the prospective increases in the demand 
for raw materials and finished products 
of various kinds in filling Governmert 
orders for armaments. The tremendous 
potential credit resources of the coun- 
try have for a number of years been 
the basis for periodic fears of uncon- 
trolled inflation. But the experience of 
these years seems to have demonstrated 
rather conclusively that the demand for 
credit is just as important as the supply 
of it as a factor affecting inflation. Now, 
it is thought by some, the defense pro- 
gram, coming on top of an already ex- 
panded volume of industrial production 
for other uses, will result in a sufficient 
increase in demand to induce a large 
expansion of credit and ‘inflation’ of 
commodity prices.” 

Considering the contention that infla- 
tion cannot “take hold” in this country 
until the vast unused supply of labor 
and plant capacity approaches full util- 
ization, the author calls attention to the 
fact that all industries do not experi- 
ence the same forces of stimulation or 
depression, or at least not in the same 
degree. Thus, “bottlenecks” in produc- 
tion might result in rapid price increases 
in materials and finished products of 
certain restricted lines while increases 
in other fields of endeavor might be 
relatively slight. It is not believed 
likely that the production of armaments 
will interfere with the output of con- 
sumers’ goods to such an extent that 
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supply shortages will 
prices rise materially. 

Summarizing, Mr. Thomsen con- 
cludes that “our understanding of the 
monetary and nonmonetary conditions 
associated with marked changes in the 
general level of prices is still hazy in 
many respects, constituting one of the 
most debatable fields of theoretical and 
applied economics. Both domestic and 
international conditions are shifting so 
rapidly as to make any kind of fore- 
cast for a relatively long period highly 
conjectural. Despite these uncertainties, 
we may conclude with some confidence 
that no marked price inflation within 
the United States is likely to occur as 
a result of the defense program as now 
projected. 

“On the contrary, there is a, possibil- 
ity that in the event of complete Ger- 
man domination of Europe and the 
British Isles, accompanied by the intro- 
duction of totalitarian methods of trade 
in many other parts of the world, a 
period of price weakness might ensue. 
After all, domestic defense expenditures 
will represent a relatively small propor- 
tion of the total demand for major com- 
modities produced in or imported into 
this country. Any severe and long- 
continued interruption of normal world 
outlets for a considerable number of 
these products would set up strong in- 
fluences tending toward a lower general 
level of prices. This would depend, 
however, in large measure upon policies 
adopted by other nations about which 
we can only guess at the present time.” 


develop and 


PAPER MONEY 


Undersecretary of the Treasury Daniel 
W. Bell has responded to a letter in- 
quiring why the United States Govern- 
ment does not resort to the issuance of 
additional currency against its monetary 
stocks of gold and silver, instead of 
continuing to raise funds through bor- 


rowing and taxation. Senator Vanden- 
berg of Michigan deemed the reply of 
sufficient interest to be placed in the 
Congressional Record and, accordingly; 


it is believed to be interesting enough 
to be reprinted here. 

“One important objection to issuing 
money in order to pay for expenditures 
in excess of receipts,’ writes Mr. Bell, 
“is that bank reserves would be further 
increased. Currency in excess of what 
the public chooses to hold for cash 
transactions is usually deposited in 
banks. The deposit of such currency 
increases banks’ reserves, which are 
available for a multiple expansion of 
bank credit. 

“Member banks of the Federal Re- 
serve System now have well over $6,- 
000,000,000 of reserves in excess of 
legal requirements, and the problem of 
coping with excess reserves at some 
future time would be greatly augmented 
by large additional issues of currency, 
if such issues were unrelated to a de- 
sire on the part of the public to convert 
bank deposits into currency. 

“Moreover, the very announcement of 
the intention to issue additional United 
States currency might arouse fears of 
inflation and lead to a type of specula- 
tion that would be highly undesirable. 
To many persons, resort to the issue of 
paper money to meet Government ex- 
penditures might signify both an ab- 
sence of restraint upon future Govern- 
ment expenditures and an inability to 
raise funds by other means.” 


_ 


TAXATION AND CORPORATE 
FINANCING 


During recent years, corporations 
have been following the policy of 
financing, wherever possible, through 
the medium of stock flotations rather 
than bond issues or bank loans. In- 
asmuch as excessive debt structures, 
with characteristic heavy fixed interest 
requirements and the problem of prin- 
cipal redemption at maturity, have in 
many cases led to financial difficulty, 
pursuit of a program of equity financing 
has been greatly favored. 

However, now that larger income and 
excess profits taxes will place a heavier 
burden on corporate earnings, will the 
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trend in company financing undergo 
change? A potent argument in favor 
of securing additional funds through 
bank loans or moderate long-term debt 
commitments lies in the tax savings that 
will result and the larger per share 
earnings that will remain. The New 
York Journal of Commerce points out, 
for example, that in many closely held 
concerns, there will be greater consid- 
eration of the use of bonds as the major 
portion of the financial interest of the 
owners in the enterprise. Thus, a 
smaller part of the total income will 
be subject to higher corporate income 
taxes and excess profit levies. In the 
case of a business showing a yearly 
profit of $1,000,000, it is declared, all 
of this amount would be subject to taxa- 
tion. However, if part of the invested 
capital represented debt on which in- 
terest charges totaled $250,000, income 
and excess profits taxes would only ap- 
ply against $750,000 of net income. 


ae 


ECONOMICS AND POLITICS 


According to a report prepared by 
Howard J. Trueblood of the Foreign 
Policy Association, the chief danger 
confronting the Western Hemisphere as 
the result of Nazi domination of Europe 
lies in the possibility of an intensive 
trade drive in Latin America. Political 
implications of such a development are 
apparently the cause for concern since 
it is felt that the application of German 
trading methods to individual Latin 
American countries might ultimately 
mean German domination. 

The report urges economic defense 
measures with which to meet this threat 
but notes that Latin America’s economic 
problem can be solved only in part by 
the creation of new markets for its prod- 
ucts in the United States; this country 
and Latin America are not directly 
complementary and each produces many 
goods which the other could not con- 
ceivably use under the existing capital- 
istic system of distribution. 

It is observed that in the three years 
prior to the present war, Latin America 
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sold about 40 per cent of its exports in 
this hemisphere. During this 1936-38 
period, the 60 per cent exported to non- 
American nations amounted to about 
$1,200,000,000 annually, so that ar- 
rangements would have to be made to 
take up some of this surplus. While 
the United States could probably in- 
crease consumption of Latin American 
products by about $200,000,000, a bal- 
ance of $1,000,000,000 would remain. 
And this total largely represents com- 
modities such as wheat, cotton, petrol- 
eum and copper, of which we have 
plenty; for obvious reasons these could 
hardly be thrown on our domestic 
market. 

Mr. Trueblood declares that “A Nazi- 
dominated Europe would require vast 
quantities of Latin American raw ma- 
terials and foodstuffs and would be in 
a position to produce a large supply 
of finished goods in exchange. It pre- 
sumably would also have ample quan- 
tities of armaments for sale on terms 
attractive to Latin American govern- 
ments which might have militaristic 
ambitions. Under the circumstances, 
even if Latin American countries found 
the political philosophy and_ trading 
methods of Germany repugnant, they 
could hardly reject, on moral grounds, 
the possibility of selling their heavy 
foodstuffs and raw _ materials to 
Europe.” 


INCOME TAXES 


Statistics released by the Treasury 
Department show that, in 1938, 6,303.- 
890 persons filed income tax returns 
on which a total of $765,877,000 was 
paid to the Federal Government. 

New York State filed the largest batch 
of returns, which were 1,082,965 in 


number. California was second highest 
in this regard, residents of the Pacific 
Coast state filing 538,186 returns. New 
York also led in the amount of taxes 
paid; its aggregate of $186,805,000 
paid was more than two and one-half 
times above that of Illinois, which was 
the second largest taxpayer with an 
amount of $69,737,000. 
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Subjects discussed 
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The Non-Local Earning Assets 
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HIS one compact volume contains the 

most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank’’ 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, President of the American Bank- 
ers Association says, you must “know 
your bank.” 


Price $5.00 


BANKERS PUBLISHING COMPANY 
465 Main Street 


Cambridge, Mass. 
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It is revealed that some fifty-seven 
persons had incomes of more than 
$1,000,000. This included thirty in the 
$1,000,000-$1,500,000 class, sixteen in 
the $1,500,000-$2,000,000 category, six 
in the $2,000,000-$3,000,000 bracket, 
two in the $3,000,000-$5,000,000 group- 
ing, and three persons with incomes of 


$5,000,000 and over. 


SPENDING AND RECOVERY 


The war boom will not solve our 
depression and depression will no 
longer automatically cure itself. These 
are two of the contentions advanced by 
Professors Burns and Watson of George 
Washington University in their volume 
“Government Spending and Economic 
Expansion.” In view of these conclu- 
sions, attention is focused on recovery 
policy—what can be done and what we 
may do to achieve full utilization of the 
nation’s productive facilities. 

Public finance, according to Burns 
and Watson, differs from private 
finance; consequently, the Government 
can continue to spend and incur in- 
creasing deficits without any detriment 
to our economy; furthermore, a huge 
spending policy should be pursued be- 
cause the future of America depends 
on economic expansion and such expan- 
sion depends on a large volume of Gov- 
ernment spending. 

The authors point out, in realistic 
fashion, that: 

“To restore prosperity we have 
the choice: increase the public debt for 
the destructiveness of war; or increase 
the public debt under a comprehensively 
constructive program of providing 
things needed (including armament) 
for the material benefit of this country. 
The first choice (for a choice it is) 
would bring a short-lived prosperity at 
a high cost—a cost in life and a cost 
in sacrificing the benefits attainable 
through the second choice. This second 
choice, to attain the full level of em- 
ployment needed, must be carried out 
with a zeal only a little less intense 
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than that which we spend in order to 
blow to pieces the bodies and property 
of men. 

“Whether we get in or ‘stay out, war 
prosperity can end in only one way— 
depression. The bigger the war pros- 
perity, the bigger the post-war depres- 
sion. New investment to meet war 
demands would stop suddenly in the 
post-war period. Foreign orders and 
(if we were in) domestic war demands 
would cease. The old story of distorted 
war industry with its mass unemploy- 
ment and dislocations, would be re- 
peated. Government spending would 
shift from war purposes to extensive 
public works and relief outlays. This 
can be stated confidently, because the 
spending precedents of the 1930's 
would spell the doom of a policy of 
neglect such as that followed in this 
country after the close of the Great War. 
Post-war depression expenditures to 
follow this present war promise to equal 
or exceed the best spending years of 
the 1930’s. This seems likely because 
a boom built by war, unless supported 
subsequently by a backlog of peace-time 
investment opportunities currently not 
in sight, would bring in its wake an 
enormous problem of unemployment. 
And we may be certain that the spend- 
ing propensities of government would 
not lack encouragement from a new 
crop of veterans and the unemployed.” 

A fundamental issue, it is declared, 
“really is not between spending and no 
Government intervention at all, but be- 
tween spending and other forms of Gov- 
ernment control, more onerous and di- 
rect than the relatively painless policy 
of priming the pump.” 


© 


WE must run sound banks, and to be 
sound the business must be profitable; 
we must have the courage to do what- 
ever is necessary to make it profitable. 
We must serve the needs of our com- 
munities so well that there will be no 
place, or no demand, for any other 
system of banking.—W. J. Tesch, presi- 
dent, Lincoln County Bank, Merrill, 
Wisconsin, in a recent address. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 


Suggestions for Preventing 
Defalcations 


Whenever the till of a cashier is ex- 
amined, the coin, whether tied up in 
parcels or loose, should be carefully 
counted or weighed, to detect any sub- 
stitution of coin of inferior value. It 
is very desirable that these examina- 
tions of each cashier’s till should be 
made twice or thrice in the course of 
each half-year; that no previous notice 
should be given of them; and that the 
tills of all the cashiers, where more 


September, 1850 


than one is employed, should be exam- 
ined on the same day. 

There should be a stringent rule 
against the admission of I O U’s in any 
form whatever, as value in counting up 
the contents of cashier’s till, either at 
the end of each day, or at the time 
when it is examined. 

If arrangements can be made for 
granting the cashiers and clerks a holi- 
day of some days’ duration during each 
year, and during that holiday placing 
the duties of the absentee in the hands 
of a clerk quite unconnected with him, 
a check of the most efficacious kind will 
be introduced into the office. 


50 YEARS AGO 


The Bankers Magazine 


Bank Legislation 

As we predicted at the beginning of 
the present session, Congress has not 
done anything yet for the National 
banks. In the first place, their inter- 
ests have been directly antagonized by 
the silver advocates, who saw that an 
increase of the currency for banking 
purposes was directly opposed to the 
future of silver. All increase must 
come either from silver or from notes. 
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Senator Sherman has been trying of 
late to have enacted two bills permit- 
ting banks to issue certificates to the 
par value of their bonds, and to reduce 
the amount needful to be held as a 
basis of banking. Notwithstanding their 
justice and the necessity for them, there 
is little hope of their passage. One of 
the objections in the way is that the 
Farmers’ Alliance, which is becoming 
formidable as a_ political body, is 
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utterly opposed to the National bank- 
ing system, and it may be that, living 
in the shadow of this new organization, 
Congress may be disinclined to do even 
this much for the National banks. 
There is not much, if any, politics in 
serving the banks; there is far more in 
serving the Farmers’ Alliance, silver 
producers, manufacturers, and the trust 


organizations. 
/ 


A Well-Guarded Bank 


The Bank of England’s doors are 
sv finely balanced that the clerk, by 
pressing a knob under his desk, can 
close the outer doors instantly, and they 
cannot be opened again except by spe- 
cial process. This is done to prevent 


the daring and ingenious unemployed 
of the great metropolis from robbing 
this famous institution. The bullion of 
this and other great English banking 
establishments are nightly submerged 
in several feet of water by the action of 
the machinery. In some of the London 
banks the bullion departments are con- 
nected with the manager’s sleeping- 
rooms, and an entrance cannot be 
effected without setting off an alarm 
near that person’s head. If a dishonest 
official, during either day or night, 
should take even as much as one from 
a pile of a thousand sovereigns, the 
whole pile would instantly sink and a 
pool of water take its place, besides 
letting every person in the establish- 
ment know of the theft. 


25 YEARS AGO 


The Bankers Magazine 


Real ‘lest of the Banker 


That man is a_ banker—a_ real 
banker and worthy of the name—who, 
whether he conducts his bank in a great 
metropolis or in a modest village, not 
only loans safely all his available funds, 
but loans them in a manner which will 
permit of their ready conversion into 
the medium with which he can meet 
any proper demands that may be made 
upon him. That banker best serves his 
community, his customers and his stock- 
holders. Whenever a banker permits 
the funds of his bank to become tied up 
in investments that are slow, even 
though they be good, he ceases to serve 
efficiently those who have a right to his 
service. No community is too unim- 
portant and no clientage too humble to 
feel the changing needs for money for 
seasonal or other purposes, or to make 
sudden or unusual demands, which it 
is the duty of the banker to meet. It is 
just as essential for the country banker 
as for the city banker to be prepared to 
meet any proper demands that may be 
made upon him. Regardless of his en- 
vironment, the banker, whose deposits 
are payable on demand, and whose 
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customers’ needs are subject to seasonal 
or trade conditions, must be guided by 
the inherent principles of commercial 
banking. To conduct his bank, wher- 
ever situated, in conformity with these 
inherent principles is the real test of 
the banker. 

The ease with which he can convert 
his assets into that which will meet the 
proper demands of his customers, 
whether for the payment of deposits or 
the extension of additional credit, de- 
termines the strength of his bank.— 


Edgar H. Sensenich. 
© 


CoNSUMER credit financing is retail 
banking. The greatest single reason 
why many commercial banks have 
failed to build a volume of consumer 
credit loans is that they lacked a mer- 
chandising sense. The bank must make 
positive advances, must break down 
diffidence and hesitancy, and must over- 
come the mistaken idea that they have 
no interest in the so-called “small 
man.’—Lewis F. Gordon, assistant 
vice-president, The Citizens and South- 
ern National Bank, Atlanta, Georgia, in 
a recent address. 
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Finaneial 
Situation 


HERE has been little change in the 
i military situation in Europe from 

that reported in these pages last 
month. Such changes as have taken 
place include an intensification of the 
German attack on England, more active 
participation of Italy in the war on 
the African front, and a movement of 
Japan in the direction of Indo-China. 
But these changes of activity and direc- 
tion have not as yet altered the general 
situation, which is that of stubborn re- 
sistance by England of assaults from 
various quarters. 

The Havana Conference, referred to 
in these pages last month, has adjourned 
after having adopted measures, both 
political and economic, looking to closer 
cooperation for mutual protection. 

Under present conditions in a num- 
ber of the European countries, now oc- 
cupied by Germany, information in re- 
gard to public finance and banking is 


Abroad.. 


A Monthly Survey 


lacking. This is also the case in other 
countries engaged in military opera- 
tions. It is understood that in those 
countries occupied by Germany banking 
operates under great difficulties and 
severe restrictions, while in the coun- 
tries waging war the banks are subject 
to heavy demands to meet the cost of 
military operations. Thus, in a large 
part of the world the banks are func- 
tioning under abnormal conditions. 
From this restraining influence banks 
in the Western Hemisphere are largely 
free. 


—_ 


ENGLAND 


Discussine the April budget, and com- 
paring it with a recent supplementary 
budget, The Economist says that Lord 
Simon’s figures provided for a total ex- 
penditure, on war objects and peace ob- 
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jects alike, of £2,667 millions. But ex- 
penditure in June was already running 
at the rate of £3,476 millions a year, 
and in the first thirteen days of July 
it was at the rate of over £3,700 mil- 
lions a year. The estimate of £4,200 
millions for the probable “ceiling” of 
the Government’s expenditure, men- 
tioned in The Economist as long ago as 
September and widely derided at the 
time, begins to look like an under- 
statement. The second change since 
April is in the readiness, or rather the 
eagerness, of the public to bear what- 
ever burdens are put upon them. Even 
if Lord Simon’s estimate of expenditure 
had been reasonable, it was hardly 
courageous finance to raise only £1,234 
millions of it by taxation. Now that 
at least £1,000 millions must be added 
to the expenditure figure, now that 
large-scale borrowing has become no 
easier and now that the public is asking 
to be allowed to make sacrifices, a new 
accounting is imperatively necessary. 
“A tax on capital,” The Economist 
says, “if small enough, would merely 
be a discriminatory income tax on in- 
comes from property, and if there is a 
case in equity for this, it can be in- 
corporated in the income tax. If the 
tax on capital is heavier than can be 
paid out of the annual yield of the 
property, it is a means of reducing the 
national debt by compelling existing 
property owners to assume responsibil- 
ity for it. Such a levy makes no con- 
tribution to the problem of war finance, 
since no amount of transfers of title 
to existing debt or existing property can 
affect the level of present consumption. 
Moreover, if there is to be a levy on 
capital to meet part of the cost of the 
war, it should fall, if not exclusively at 
least with greater weight, on those 
whose wealth increases during the war 
—and they cannot now be identified. 
“But the one thing that would be 
fatal would be to dismiss a tax on capi- 
tal—or for that matter on anything 
else—merely because it is radical or 
distasteful to one section or another of 
the public. The more radical the solu- 
tion—provided efficiency and equity 
are served—the more successful it is 
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likely to be in tapping new sources of 
revenue.” 


Capital Issues Under Control 


Government requirements are para- 
mount in the new issue market, and the 
success of market control in meeting 
those requirements is clearly indicated 
in The Economist’s capital issue figures 
for the past half-year. British Govern- 
ment issues rose to the high total of 
£502.7 millions, while other issues to 
the public by British and overseas bor- 
rowers accounted for less than £1 mil- 
lion. The rise in total issues calculated 
on the new basis (which includes both 
prospectus and bonus issues) from 
£74,719,300 to £518,606,000 indicates 
that almost complete stagnation pre- 
vailed in industrial issues made tio 
shareholders or privately placed. Of 
the total of £518,606,000 some £502.- 
677,000 is represented by British Gov- 
ernment loans compared with a net re- 
payment of £2,350,000 in the first half 
of 1939. No new money has _ been 
raised by any colonial government. 
Foreign and municipal borrowing has 
been completely barred, and industrial 
railway issues have fallen from £5],- 
981,300 to £15,929,000. Of this sum, 
£14,999,300 represents shares introduced 
to the market by private placing, leav- 
ing less than £1,000,000 out of total is- 
sues of £518,606,000 to be raised 
directly from the public. Recent com- 
pany reports clearly show that industry 
has resorted to bank loans for its capi- 
tal requirements where it could not 
finance them from accumulated re- 
sources. Competition with Government 
loans has been effectively eliminated— 
even to the point of forbidding non- 
competing municipal conversions. 


Looking for American Financial Aid 


There has just been received a report 
of the proceedings of the annual meet- 
ing of the Sound Currency Association, 
held at London May 22. The chairman 
of this meeting, D. M. Mason, in his 
address referred to the sympathetic at- 
titude of the United States toward Great 
Britain. 


THE BANKERS MAGAZINE for September, 19/0 





“They have expressed themselves,” he 
said, “as being sympathetic, and they 
can support us by passing a bill amend- 
ing the Johnson Act which brands us 
as defaulters. This would enable us to 
borrow in that market, and if they would 
allow us credit or a loan that would 
be a very tangible support. If we are 
to carry on the war we must finance 
it, and it would help if we could get 
the United States to realize that by re- 
pealing their present law, or otherwise 
making provisions whereby we could 
borrow in the American market, the 
value of the pound would immediately 
= ” 
rise. 

In the course of the discussion at this 
neeting, Sir George Paish said: 

“T want you to realize that business 
is carried on on business lines, and 
when you buy something you have to 
pay for it. When you borrow money 
you are usually supposed to pay your 
debts. I have no complaint to make 
of America other than that I think in 
her own interests she would be wise to- 
day to repeal that Johnson Act and to 
lend to us. There can be no doubt we 
are fighting her battle as well as our 
own. It is therefore a small matter to 
ask her to provide us with the exchange 
in one form or another that will enable 
us to buy all the munitions, especially 
aeroplanes, that we require.” 


_ 


THE ARGENTINE 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived the following report: 

Exports have decreased as expected 
and import prices remain high so that 
there was an import balance of m$n 4,- 
226,000 in June. The result of the first 
six months of foreign trade was an ex- 
port balance of m$n 97,159,000 as 
compared with m$n 192,226,000 in the 
same period last year. 


June, 1940 
m$n 

3,309,000,000 

6,112,000 


Bank clearings 
Liabilities failures 
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The combined bank statement issued 
by the Central Bank for May, 1940, 


shows: 


Deposits 


BOLIVIA 


Continued demands for a reduction in 
the optimistic budget of 627,000,000 
bolivianos for the year 1940 led to a 
decree, dated June 29, reducing by 65,- 
072,181 bolivianos, or 20.76 per cent, 
the budget for the second semester of 
the year. (Based on a report from the 
American Consulate, La Paz.) 


_ 


BRAZIL 


Official statistics for the first four 
months of 1940 show an unfavorable 
visible trade balance of $3,164,710. 
Brazilian exports for the period were 
valued at $92,792,737 and imports at 
$95,957,447. Exports to the United 
States amounted to $31,573,648 (34.03 
per cent), while imports increased to 


$46,283,048 (48.23 per cent). 


— 


ECUADOR 


According to a press report, the Gov- 
ernment revenues in the first half of 
1940 amounted to 55,530,480 sucres as 
compared with 56,027,517 for the cor- 
responding period of 1939. These fig- 
ures include customs revenues derived 
mainly from import taxes amounting 
to 24,075,861 sucres in 1940 and to 
14,494,051 in 1930. It was expected 
that after August 15 customs revenues 
would decline considerably because of 
restricted imports under the exchange 
control. The 1940 fiscal year (calendar 
year) budget, amounting to 110,000.- 
000 sucres, is expected to be covered. 


May, 1940 
m$n 
3,795,000,000 
5,087,000 


June, 1939 
m$n 
3,402,000,000 

5,876,000 
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for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses—through its nation- 
wide system of branches — unexcelled sources for 


obtaining data on all phases of Canadian business life. 


Enquiries are invited, and may be addressed 
to the Business Development Department, 
at the Head Office of the Bank in Mon- 
treal, or to any of the United States offices, 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall St. — 


CHICAGO: 27 South La Salle St. 


SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St 


Current Conditions in Canada 


NDER the stimulus of the pro- 
gressive enlargement of the 
country’s war effort Canadian 

industry is rapidly being geared up to 
the highest scale of production in its 
history and general business is naturally 
profiting from consequent ‘enlargement 
of the national income and purchasing 
power, reports the Bank of Montreal in 
its Business Summary of August 22. 
“Not only are most plants that are 
capable of making munitions operating 
at virtually full capacity but the num- 
ber of new plants which are being con- 
structed for the manufacture of chemi- 
cals, explosives, shells and other muni- 
tions have recently been augmented; the 
total sum allocated for the construction 
of these new plants, which are jointly 
financed by the Canadian and British 
Governments, now exceeds $150,000,000 
and more are projected. The building 
of these plants and of the numerous 
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establishments required for the Com- 
monwealth Air Training Scheme, whose 
program has been so speeded up that 
all these projects are now to be com- 
pleted before the end of the year, has 
given a great impetus to the construc- 
tion industry with the result that the 
value of the new contracts placed in 
July was $29,305,600 as compared with 
a total of $22,129,700 in July, 1939. 
The total value of new contracts placed 
in the first seven months of 1940 was 
$154,741,100 as compared with $105,- 
575,600 in the parallel period of 1939. 

“In some lines of manufacturing 
there has been the usual seasonal reces- 
sion, but the primary iron and steel 
industries remain very busy and firms 
engaged in the production of machin- 
ery, castings, forgings and sheet metal 
products are all working almost at full 
capacity. The textile industries also 
continue busy, as the demand for mili- 


THE BANKERS MAGAZINE for September, 1! 0 





tary clothing is enormous, and the foot- 
wear industry has been benefiting from 
the same cause. There has been a great 
acceleration of the production of air- 
planes and all the aircraft factories are 
working overtime. The shipbuilding 
yards are equally busy. The mining in- 
dustry continues to enjoy great activity 
and in July there was a further enlarge- 
ment of the output of the newsprint in- 
dustry, which was placed at 332,689 
tons as compared with 315,343 tons in 
June and 227,630 tons in July, 1939, 
the gain over the latter figure being 
about 46 per cent. ... 

“After a disappointing start, the sum- 
mer tourist trade is now responding to 
special efforts made by various organ- 
ivations to remove apprehensions which 
have deterred many American tourists 
{rom visiting Canada this summer and, 
while the volume of this traffic will not 
he as large as in 1939, it will still be 
sitbstantial. 

“In July there was another notable 
ain in Federal revenues which were 
$53,138,000 as compared with $33,- 
(12,000 in July, 1939, an increase of 
20 million dollars; expenditures during 
the month totalled $74,620,000 as com- 
pared with $56,459,000 in July of last 
year. 

“The latest statement of the chartered 
banks as at the end of June showed cur- 
rent loans at $935,800,000 to be slightly 
lower than a month ago, but as com- 
pared with June, 1939, they were higher 
by $114,000.000. Note circulation of 
the chartered banks at $97,286,000 was 
three millions above the figure for last 
May and was only slightly below the 
figure for June, 1939. Bank debits to 
individual accounts in July amounted 
to $2,622,000,000 as compared with 
$2,376,000,000 in July, 1939.” 


Monthly Commercial Letter 
The Canadian Bank of Commerce 


In its Monthly Commercial Letter for 
August, The Canadian Bank of Com- 
merce reports: 

“Our index of industrial activity fell 
from 115 in mid-June to 114 in mid- 
July (1937=100), but was still 26 per 
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cent above the level of July, 1939. The 
percentage of factory capacity utilized 
fell from 90 to 89. Seasonal recession 
in some of the more important groups 
was responsible for the slight decline, 
offsetting the greater activity in indus- 
tries directly connected with the war. 
As the latter are expanding at a rapid 
rate it is probable that the total indus- 
trial activity has increased during the 
latter half of the month 

“Most food-processing industries 
other than canning registered declines. 
Men’s clothing showed a considerable 
gain owing to the greatly increased 
manufacture of service uniforms, and a 
lesser gain was recorded in woolen 
goods, but other textiles and women’s 
clothing showed seasonal declines. No 
net change was reflected in the footwear 
trade. 

“The pulp and paper group gained 
moderately, while that of other wood 
products, especially lumber, recorded 
more substantial improvement. ‘lhe 
automotive trades declined as a group, 
although certain units engaged on war 
orders showed increased activity and 
had larger payrolls, 

“The iron and steel industries wese 
progressively more active in all three 
sections (heavy, medium and light) in 
large part on war contracts. The heavy 
section (primary iron and steel, struc- 
tural steel, airplanes, shipbuilding) re- 
gistered important gains; the only sub- 
group which showed some recession was 
that of railway rolling stock. In the 
medium section there was a consider- 
able increase in the output of machin- 
ery, castings and forgings, and, in the 
light section, a similar increase in sheet 
metal products. The non-ferrous metal 
group had moderate gains, especially 
in electrical apparatus and supplies. 

“The export trade returns for June 
were favorable from the point of view 
of total amount, for the value of domes- 
tic merchandise shipments, $110,823,- 
000, was slightly greater than that re- 
corded in May, and exceeded that of 
June, 1939, by 45 per cent, notwith- 
standing a marked decline in clearances 
of agricultural products, notably grains, 
and the continued restrictions upon 
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world commerce which accompanied the 
spread of hostilities to the Mediterran- 
ean area and Germany’s domination of 
France. Exports to all accessible 
markets increased over June, 1939, ex- 
cept those to Australasia, Japan and a 
few Mediterranean and Latin-American 
countries. As usual, the United King- 
dom and the United States afforded the 
largest markets, and a substantial in- 
crease was reported in trade with 
France and her possessions, but prob- 
ably some of the goods so destined were 
diverted in the latter part of June. It 
is also noteworthy that the United States 
took not only much larger quantities of 
wood products, principally pulp and 
paper in place of Scandinavian mate- 
rials but, also, considerably more 
Canadian minerals, indicating that the 
effects of the new American armament 
program already are being felt here.” 


Monthly Survey 
The Royal Bank of Canada 


The August issue of The Royal Bank 
of Canada’s monthly survey of business 
deals with employment and war-time 
price movements in Canada. As regards 
employment, the survey states: 

“The effects of the war on Canadian 
economy have been many and diverse, 
but none is more worthy of note nor 
productive of greater satisfaction than 
the changed trend in the Canadian em- 
ployment situation. In April, 1939, 473 
thousand wage-earners were unem- 
ployed; this was an increase of 36 
thousand over the same month of 1938 
and of 66 thousand over April, 1937. 
It is estimated that, as at April, 1940, 
this total of 473 thousand had been 
reduced by 106 thousand to 367 thou- 
sand. This constitutes the smallest labor 
reserve reported for the month of April 
in a decade. Expressed in percentages, 
13.5 per cent of the available labor 
force was unemployed in April, 1940, 
as compared with 17.8 per cent in 
April, 1939, 16.5 per cent in 1938 and 
15.7 per cent in the same month of 
1937. 

“The estimated number of employed 
wage-earners in April last was 2,353 


thousand, as compared with 2,383 thou- 
sand in April, 1929, but on the basis 
of the average for the first four months 
of the year, employment conditions dur- 
ing 1940 were considerably better even 
than in 1929, with the number of wage- 
earners at work establishing a new 
record for Canada. Excluding all en- 
listed men, 2,338 thousand were em- 
ployed on average in 1940 against 
2,298 thousand in the 1939 period. 
“The higher level of employment now 
reported has as yet caused no general 
scarcity of labor but many industries 
report a serious shortage of skilled 
artisans. Should the same momentum 
of increase be maintained during the 
next few months, Canada will rapidly 
reach a condition of full employment. 
Many factories and technical schools 
are now actively engaged in training 
apprentices in order to overcome short- 
ages in specialized workers. Meanwhile 
those presently employed are working 
longer hours, a condition which may 
continue for some time in spite of in- 
creases in trained apprentices, due to 
the rapid acceleration of Canada’s in- 
dustrial war effort and the withdrawal 
of men from industry for training under 
the National Resources Mobilization 


Act.” 
© 


THERE is more to preparedness than 
strictly military preparation. There 
must be economic preparedness as well. 
This has been amply demonstrated in 
Europe during recent weeks. If we are 
to provide the materials and equipment 
needed, our production machinery must 
be permitted to function. This means 
an end to the business-strafing policies 
of Government. Let’s call off the witch 
hunts, bury the bogeymen and forget 
the sophistries of the mature economy. 


It is time to cease trying to be half: 


socialist and half free. Our way is the 
free way. The people of this country 
are willing to pay the price of defense. 
If the Government will permit it, in- 
dustry will provide it, and banking will 
do its part to finance it.—Robert M. 
Hanes, president, American Bankers As- 
sociation, in a recent address. 
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Canada’s Credit Position 


From the Bulletin “Credit Position of Canada,” issued by the Institute of 
International Finance of New York University, New York City 


N case of a victory by the British 
| Empire, the role of Canada in the 

British Commonwealth of Nations 
is certain to increase in importance. As 
a result of the war Great Britain will 
sustain material economic losses, and 
the standard of living of the population 
will decline. At the end of the war, 
therefore, an exodus of British people 
to the Dominions and colonies is bound 
to take place. Canada is perhaps more 
ready and able to absorb new immi- 
grants than any other British country. 

Even a German victory would not 
destroy the independence of Canada. In 
such a case, Canada would become 
either the center of a new British Em- 
pire or an independent country, taking 
its place among the American republics. 
In that event, too, Canada is bound to 
witness a large influx of British immi- 
grants. Canada, like many other British 
overseas countries, is still relatively 


scantily populated, and an increase in 
the number of people would be of great 
economic benefit to the Dominion. 


During and after the war the 
economic ties between the United States 
and Canada are likely to be strength- 
ened. The two countries are in many 
respects economically complementary 
to each other, and there is much room 
for the expansion of trade between 
them. Irrespective of the outcome of 
the war, Great Britain will not be in a 
position to furnish new capital for the 
further development of the Dominion 
and for the restoration of more normal 
economic conditions. The financial 
relations between Canada and the United 
States may therefore become even closer 
in the future than they have been in the 
past. Under such circumstances, it is 
of the utmost importance to the Do- 
minion not only to maintain the good 
will of the American government, but 
also of American investors. 

The willingness of Canada to pay 
her debt service to the United States 
may be taken for granted; but the ques- 
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tion that is uppermost in the minds of 
many people is whether Canada will 
be able to pay the debt service in United 
States dollars. It would seem, however, 
that as long as the United States is 
willing to take Canada’s output of gold, 
to purchase the bulk of her newsprint, 
and as long as American tourists are 
willing to visit Canada, the Dominion 
will have the wherewithal to pay in- 
terest on her obligations outstanding in 
this country and payable in United 
States dollars. Whether or not the 
Canadian government will be able to 
repay the large amounts of principal 
coming due is unknown. 

At the end of 1937 American invest- 
ments in Canada amounted to $3,932 
million. Of this total, $2,752 million 
represented investments in Canadian 
business enterprises and $1,180 million 
investments in bonds of the Dominion, 
provincial and municipal governments. 
A substantial part of the securities 
representing capital invested in Canada 
was originally sold in the United States. 
However, due to the large volume and 
comparative ease of security transac- 
tions between the United States and 
Canada, which averaged $2,160,000 per 
day in 1937, $1,500,000 per day in 1938 
and $1,200,000 per day in 1939, it is 
impossible to state what part of the 
Canadian securities originally offered in 
the United States is still held here 

Since the collapse of Belgium and 
France, quotations of Canadian securi- 
ties in the United States have declined. 
The implication in this decline was that 
a defeat of the Allies would materially 
weaken Canada and might permanently 
affect adversely the Canadian securities 
outstanding in the United States. 

The present war undoubtedly will 
prove to be a tremendous burden on 
the national economy of the Dominion. 
The public debt has already risen mate- 
rially, and a further sharp increase is 
to be expected. The per capita public 
debt of Canada at the end of 1938 was 
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$603, as compared with $433 in the 
United States. Taxes are already high, 
and the burden of taxation has recently 
been increased further. The official 
rate of the Canadian dollar has been 
fixed at 90.9 cents United States cur- 
rency, while the free rate has fluctuated 
widely. All these factors have had their 
influence on prices of Canadian securi- 
ties outstanding in the United States. 
The excess of merchandise exports, 
shipments of newly mined gold, and 
receipts from tourists enable Canada to 
pay principal and interest on foreign 
capital invested in Canada and no trans- 
fer problem has arisen. In order to 
balance its international accounts with 
the United States, however it has been 
necessary for Canada to divert part of 
its net receipts from other countries, or 
at times to obtain new capital in the 
United States. This is due mainly to 
the fact that United States investments 
in Canada which amount to over $4,- 
000,000,000 are by far larger than 
those of any other foreign country, and 
that the merchandise trade between the 
two countries regularly shows a large 
balance in favor of the United States. 
Thus, in 1939, United States exports to 
Canada exceeded imports from that 
country by $153,000,000, and in addi- 
tion interest and dividend payments on 
United States capital in Canada 
amounted to $140,000,000. Details as 
to amounts represented by freights, in- 
surance, royalities, advertising, etc., in 
1939 are not known, but in 1937 these 
items amounted to a net of $35,000,000 
in favor of the United States. On the 
other hand, net receipts by Canada on 
account of United States-Canadian tour- 
ist trade in 1939 amounted to $165,- 
000,000, and exports of gold by Canada 
to the United States amounted to $613,- 
000,000. In addition, the net purchase 
of securities from Canadians by Ameri- 
cans amounted to $57,000,000. These 
transactions resulted in a net claim of 
$507,000,000 by Canadians against the 
United States. It should be noted, how- 
ever, that the major portion of the gold 
imported from Canada did not originate 
in Canada. Canada’s gold production 
in 1939 amounted to $186,000,000 and 
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gold holdings of the Bank of Canada in- 
creased by $22,000,000. Of the Canad- 
ian production, therefore, only $164,- 
000,000 was available for export. Un- 
less part of the remaining $449,000,000 
represented gold acquired abroad by 
Canada, chiefly from Great Britain, none 
of the proceeds of its export to the 
United States accrued to Canada, and 
should be deducted from the $507,- 
000,000 mentioned above. If this deduc- 
tion is proper, Canada’s net claim 
against the United States on account of 
1939 transactions amounts to $58,000.- 
000, which corresponds fairly closely to 
the net inflow of capital from Canada 
which the United States Treasury esti- 
mated at $71,000,000. 

If the war continues for any length 
of time, Canada’s unfavorable mer- 
chandise trade balance with the United 
States will increase substantially. The 
balance due the United States on 
account of freight, etc, will also in- 
crease. Interest and dividend require- 
ments, on the other hand, will show 
little change unless Canada obtains new 
capital in the United States. Under 
these circumstances the importance to 
Canada of her gold production, receipts 
from United States tourists, and hold- 
ings of American securities, estimated 
at $1,000,000,000, will increase. There 
is no indication that the production of 
gold will decrease. On the contrary, 
it is steadily increasing and Canadian 
authorities have taken various steps to 
attract tourists from the United States. 
In spite of these facts, however, Canada 
may be forced either to transfer to the 
United States part of the gold and for- 
eign exchange taken over by the Board 
of Foreign Exchange Control from the 
Bank of Canada or to liquidate part of 
the American securities held by Canad- 
ian nationals in order to pay for im- 
ports and to meet other financial com- 
mitments in the United States. If the 
prohibition against loans to belliger- 
ents contained in the Neutrality Act of 
1939 is repealed, and loans to Canada 
are resumed, the possibility of a short- 
age of dollar exchange in Canada would 
be removed. 
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PorTFOLIO PoLiciES OF COMMERCIAL 
BANKS IN THE UNITED States 1920- 
1939. By Pearson Hunt. Boston: 
Harvard University Graduate School 
of Business Administration. 1940. 
Pp. 58. $1.50. 

Tis is one of the best of the many ex- 
cellent business research studies issued 
by Harvard University under the George 
F. Baker Foundation. Professor Hunt 
engages in a thorough description of 
the changes in the composition of and 
the factors affecting bank portfolios 
during the two decades following the 
first World War. The author calls at- 
tention to the fact that the decrease in 
commercial loan volume has arisen out 
of fundamental changes in methods of 
financing business as well as more skill- 
ful management in the use of working 
capital and inventories. 

Though dealing with the technical 
phases of commercial banking, the man- 
ner of presentation is such that no bur- 
den is placed on the layman reader. On 
the other hand, even the advanced bank- 
ing student will find adequate material 
of interest in the data analyzed in the 
text and appendix. 


MoneTaRY ProposaLs FoR Sociat ReE- 
FORM. By Margaret G. Myers. New 
York: Columbia University Press. 
1940. Pp. 191. $2.25. 

Tus is a thorough statement and criti- 

cal examination, by a well-known eco- 

nomic scholar, of the three most popular 
and important of the twentieth-century 
monetary plans and proposals for 
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BANKERS 


Brief Reviews 


social reform—Silvio Gesell’s “stamped 
money,” Frederick Soddy’s “social en- 
ergetics,” and Clifford Hugh Douglas’s 
“social credit.” 

An introduction reviews the search 
for a means of control of the economic 
cycle, attempts to avoid the use of 
money, plans for monetary reform, etc. 
Chapters are devoted to: Silvio Gesell 
and the proposal for stamped money; 
Frederick Soddy and the 100 per cent 
reserve plan; Clifford Hugh Douglas 
and social credit; the actual experience; 
the limitations of monetary manage- 
ment. A good bibliography on the 
subject is included. 


SALES FINANCE COMPANIES AND THEIR 


Crepir Practices. By Wilbur C. 
Plummer and Ralph A. Young. New 
York: National Bureau of Economic 
Research, Inc. 1940. Pp. XXIII- 
298. $3. 


Tuis is the second in a series of Studies 
in Consumer Instalment Financing, be- 
ing conducted by the National Bureau 
of Economic Research under grants 
from the Association of Reserve City 
Bankers and the Rockefeller Founda- 
tion. 

The intention of this survey has been 
to present facts rather than opinion, 
and to draw a complete and accurate 
picture of sales finance companies as an 
agency of consumer instalment credit. 

Chapters are devoted to: Sales finance 
companies as credit agencies; organiza- 
tion and financial structure; the market 
for sales finance credit; credit proced- 
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ure and credit losses; credit standards 
and terms; repossession experience— 
automobiles; repossession experience— 
electric appliances; finance charges; 
abuses in retail instalment financing, 
and their regulation; income, expenses, 
profits; competitive relations. 


THE BaLttrmore CLeartnc House. By 
Charles A. Hales. Baltimore, Md.: 
The Johns Hopkins Press. 1940. Pp. 
347. $3. 


In addition to describing the Baltimore 
clearing house as it is today, the au- 
thor traces its history, dealing particu- 
larly with the problems which arose in 
connection with admission to member- 
ship, clearing non-members, action dur- 
ing crises, and regulations of the bank- 
ing business. In writing the book, 
Professor Hales had access to the rec- 
ords of the clearing house, including 
the minutes kept since 1858. 

Chapters are devoted to: Administra- 
tion and development; daily exchanges 
and settlements of balances; action dur- 
ing crises and aid to members (cover- 
ing crises of 1873, 1890, 1893, 1907, 
and 1914); the banking crisis of 1933; 
regulation of exchange charges; other 
regulations. It is well indexed, and 
contains a helpful bibliography. 

The author is associate professor of 
economics at the Colorado State College 
of Education, and this study was pre- 
sented as a doctoral dissertation to the 
Johns Hopkins University in the spring 
of 1938, and has since been brought 
up to date. 


M-Day ano Wuat It Means To You. 
By Leo M. Cherne. New York: 
Simon and Schuster. 1940. Pp. 103. 
$1. 


In this book an outstanding civilian 
authority on the War Department’s 
Mobilization Day plans tells, in concise 
question and answer form, what M-Day 
would mean to the individual if war 
comes; how it would affect business, 
large or small; and how to prepare for 
those eventualities now. 

Mr. Cherne, as executive secretary of 
The Research Institute of America, has 


worked with business executives and 
public officials in an advisory capacity, 
keeping them posted on problems hay- 
ing to do with Government regulation 
of private enterprise and, during the 
past three years, has specialized more 
and more in the field of war economics. 
He is the author of the book “Adjust. 
ing Your Business to War,” and has 
been a lecturer at the Army Industrial 
College. 


Ir War Comes: M-Day—Wuat Your 
GOVERNMENT PLANS FoR You. By 
Donald Edward Keyhoe. New York: 
E. P. Dutton & Co. 1940. Pp. 95. 
$1. 


IN an interesting, dramatic presentation, 
the author tells not only how the army, 
industry and individuals can be mo))il- 
ized, but how labor, money, prices, war- 
time taxation, censorship, and espion- 
age can be controlled if America goes 
to war and M-Day (Mobilization Day) 
plans are put into operation. 

In plain language he tells how these 
plans would affect the ordinary man 
and woman—his, or her, family, in- 
come, job, bank account, insurance, in- 
vestments, business, and profits; de- 
scribes the handling of subversive 
propaganda and activities, the work of 
spies and saboteurs in industry, the 
work-or-fight groups, probable methods 
of war financing, and other important 
phases of American participation in 
war. 


Stock MARKET, CREDIT AND CAPITAL 
FormMaATIoN. By Fritz Machlup. 
Translated by Vera C. Smith. New 
York: The Macmillan Co. 1940. Pp. 
416. $5. 


Tus is the English translation of a re- 
vised edition of a well known work in 
German published in 1931. The author 
is concerned with the widely contro- 
verted question, does the stock market 
absorb capital? The problem was 
heatedly debated in the later 20’s when 
the market was boiling and no less 
strongly after the market collapse. 
While discussion has now abated, the 
author has had the opportunity of 
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bringing his study up to date to in- 
clude subsequent developments. 

Briefly, the position of Dr. Machlup 
is that the answer is “No.” In giving 
this answer he makes a_thorough- 
going analysis of the sources of demand 
for and supply of funds by the market, 
together with their relation to the func- 
tioning of the economy as a whole, in 
particular the business cycle. The au- 
thor concludes by favoring use of the 
stock market as both a compass and 
steering wheel of monetary control, but 
only in connection with other guides 
and mechanisms. 

The volume is well worth perusal by 
those interested in the securities mar- 
kets. The reader should be cautioned, 
however, that the treatment is abstract 
and the reading arduous. But that is, 
in fact, one of the virtues of the volume 
for the serious student. Whether or 
not he agrees with all the positions 
taken, he will find the discussion il- 
luminating and suggestive. 


Tuey WanTeD War. By Otto D. Toli- 
schus. New York: Reynal & Hitch- 
cock. 1940. Pp. 340. $3. 


Tuis is the story, by a skilled and 
highly intelligent first-hand observer, of 
how the German war machine was built, 
of the men who built it, and of the 
100,000,000 people forming the cogs of 
that machine. 

Opening on a psychological study of 
Hitler and his people, the book de- 
scribes German life in wartime and in 
the years of preparation for war— 
analyzes the basis of military economy 
with its emphasis on the armament in- 
dustry; shows the Nazi influence on 
press, speech, religion, education, etc. 

Chapters include: How Hitler made 
ready; the rearming of the Reich; Hit- 
ler’s economics; the juggernaut of 
Mars; religion; Hitler’s machine; the 
“Field Lord” of the Third Reich; the 
organization of the fifth columns; life 
in wartime; more people, more land; 
the “people’s car”; “they wanted war!”; 
behind the pact; attack; Poland—the 
first victim; ete. 

The author, former Berlin corre- 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 

630 Fifth Ave. 

International Bldg., Rockefeller Center 
66 Court Street 

Baltimore Life Building 
.30 North Michigan Avenue 
Leader Building 

-David Whitney Building 
226 S. 15th Street 
Building 

1115 Connecticut Avenue 


PitTsBuRGH 
WasHINGTON 


spondent of the New York Times, re- 
ceived the Pulitzer Prize in recognition 
of the excellence of his reporting, and 
was later ejected from Germany. This 
book is based upon his reports to the 
Times, and the title was taken from a 
remark of Hitler’s regarding the de- 
mocracies: “They wanted war; they 
shall have it.” 


THe Dynamics oF War AND REVOLU- 
TION. By Lawrence Dennis. New 
York: The Weekly Foreign Letter, 
515 Madison Ave. 1940. Pp. 259. 
$3. 

THE author believes that “the disaster 

of our going to war for foreign inter- 

ests and futile ideals is now rendered 
inevitable by the ideology and leader- 
ship to which we are now voluntarily 
self-subordinated, and by the exigencies 
of an economic impasse from which de- 
mocracy cannot escape.” In his opinion 

the present war is an incident of a 

world revolution in which the interna- 

tional status quo, the capitalist system 
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and parliamentary democracy are all 
doomed since the conditions necessary 
for their successful operation—the 
frontier, rapid population growth and 
the industrial revolution—no longer 
exist. 


He predicts not only that capitalism 
is doomed, but that “socialism will 
triumph”—that “there is not going to 
be any return to a prewar normal as 
the Industrial Mobilization Plan prom- 
ises.” He suggests that “at some stage 
of the game it will be the task of a 
new elite to take over the new revolu- 
tion made by the President as a war 
dictator with the aid of his war powers 
and War and Navy Department officials. 
This new elite must be prepared to 
rationalize the new revolution and to 
give it the dynamic ideology and leader- 
ship it will need to keep going as every 
revolution must do if it is to be a suc- 
cess. It is for the guidance of that new 
elite that this book has been written.” 
He therefore presents not only the rea- 
sons for his convictions, but outlines a 
program to bring order and _ activity 
rather than anarchy and stagnation out 
of such a revolution. 


Mr. Dennis spent seven years in the 


American diplomatic service, six years 
in Wall Street, and another seven years 


in writing, lecturing, traveling and 
studying. He is the editor of The 
Weekly Foreign Letter, a service inter- 
preting and forecasting foreign events. 


THE Economic ALMANAC FoR 1940. 
New York: The Conference Board, 
247 Park Avenue. 1940. Pp. 384. 
$5. 


PREPARED by the research staff of The 
Conference Board, which has been en- 
gaged for a quarter of a century in the 
scientific finding, testing, analysis, in- 
terpretation and publication of facts 
concerning business and national eco- 
nomic trends, this handbook meets a 
long-felt need for a convenient and 
trustworthy reference book of business 
and economic facts. 

It contains the practical economic in- 
formation about the state of business 
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and the nation that The Conference 
Board has found, from long experience, 
to be most commonly wanted, and 
presents this data simply, concisely, 
and with only the minimum of techni- 
cal qualifications and explanations. 

The information is divided into four 
sections: Chronologies and calendars, 
legislation affecting national economic 
life, general business conditions, and 
recent economic developments, and is 
well indexed. Contents include: Re- 
views and chronologies of significant 
events of 1939-40 affecting business and 
labor relations; brief descriptions of 
important Federal legislation recently 
enacted and pending, and state legisla- 
tion enacted; data on production and 
trade, national income, employment and 
unemployment, foreign trade, commod- 
ity prices, cost of living, banking and 
finance, advertising, industrial rela- 
tions, population, resources, industries, 
wealth, consumption, standard of living, 
private debt, public finance, savings, 
etc. 


A TuHousanp Ways To Make $1,000. 
Edited by F. C. Minaker. Chicago: 
The Dartnell Corporation. 1940. 
Pp. 478. $2.50. 


Tuts book contains practical sugges- 
tions, based on actual experience, for 
starting a business of your own and 
making money in your spare time. It 
tells how hundreds of men and women 
have made money on the side or started 
a business of their own. It gives you 
the information needed to start a simi- 
lar business. It gives names, locations 
and facts. A reference section at the 
back of the book puts those desirous 
of starting a business or making money 
at home in touch with sources of supply. 


GOVERNMENT SPENDING AND ECONOMIC 
Expansion. By Arthur E. Burns and 
Donald S. Watson. Washington: 
American Council on Public Affairs. 
1940. Pp. 176. $2. 


THE authors, professors of economics 
at George Washington University, find 
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little fault with the spending-lending 
theory. Inability of the Government’s 
spending policy to reach anticipated 
objectives, in their opinion, lies in the 
fact that the amount of spending has 
been entirely too small to have the de- 
sired effect. 


Professors Burns and Watson trace 
the growth of the spending policy from 
the Federal budgetary deficits of the 
early *30’s to the present. The problem 
of Government stimulation of our econ- 
omy is treated in detail and with con- 
siderable clarity. While their conclu- 
sions’ differ in certain respects from 
those of orthodox economists, their ar- 
euments provide ample basis for 
thought and discussion. Those inter- 
esied in looking ahead into our finan- 
cial future will find the volume stimu- 
lating. 


BOOKLETS 


Bencetinc Sates AND SELLING Costs. By 
FE. S. LaRose, New York: American 
Management Association. 1940. Pp. 24. 
75 cents. 


Tus booklet, the sixty-third in the Ameri- 
can Management Association’s Financial 
Management Series, contains the paper 
presented by Mr. LaRose at the associa- 
tion's Finance Conference held in New 
York in January, 1940. 


Crenit Postrions oF Canapa. New York: 
Institute of International Finance of 
New York University. 1940. Pp. 35. 50 


cents. 


Ix this summary of the economic and finan- 
cial position of Canada, sections are de- 
voted to: Economic interests of the United 
States in Canada; production; foreign trade 
and balance of international payments; 
currency, banking, and exchange; public 
finances. 


GoveRNMENT and Economic Lire. By Lev- 
erett S. Lyon and Victor Abramson. 
Washington, D. C.: The Brookings Insti- 
tution. 1940. Pp. 66. 


Tis pamphlet is an interpretative sum- 
mary of The. Brookings Institution two- 
volume study “Government and Economic 
Life,” published in October, 1939, and June, 
1910, In preparing the pamphlet, the au- 


thors have drawn freely upon every part 
of the two volumes (of which they were co- 
authors), and in numerous cases have 
quoted directly. 

Chapters are devoted to: Basic ideas, pri- 
vate enterprise and its implementation; 
regulation of private enterprise; special 
treatment; direct production by govern- 
ment, current trends and questions. 


Latin) America: Crepitr, Economic AND 
ExcHance Conpritions. Chicago: Foreign 
Banking Department, The First National 
Bank of Chicago. 1940. Pp. 53.: 


SauiEnT facts relative to each of the Latin 
American nations are presented in a con- 
cise, helpful form. These include: unit of 
exchange; principal imports; principal ex- 
ports; exchange and trade _ restrictions; 
industries; general facts; government 
finances; and economic conditions. 


PROBLEMS IN FINANCING THE Mopern Cor- 
PORATION. New York: American Manage- 
ment Association. 1940. Pp. 42. 75 cents. 


Numper fifty-nine in the Financial Man- 
agement Series issued by the American 
Management Association, this booklet con- 
tains papers presented at the Finance Con- 
ference held by the Association in New 
York in January, 1940. 

Papers include: Financial Management 
and Governmental Regulation, by Dana 
Converse Backus; Refunding Old Obliga- 
tions and Financing New Issues, by Allan 
M. Pope; Capital Loans for the Smaller 
Business, by Glenn McHugh; and Corpo- 
ration Management and the SEC, by 
Jerome N. Frank. 


Security LEGISLATION 
on, Company OperatTinc Costs. New 
York: American Management Associa- 
tion. 1940. Pp. 23. 50 cents. 


Errects oF SociaL 


ConTaintnG two papers presented at the 
January, 1940, Finance Conference of the 
American Management Association, this is 
the sixty-first in the association’s Financial 
Management Series. The papers are: 
Adapting Private Pensions Plans to Social 
Security Legislation, by H. Walter For- 
ster; and The Effect of Social Legislation 
on Production and Operating Costs, by 
P. F. Boyer. 


New Concepts 1x AccouNTING AND Av- 
pitiInc. New York: American Manage- 
ment Association. 1940. Pp. 34. 75 cents. 


Four papers presented at the January, 
1940, Finance Conference of the American 
Management Association are included in 
this booklet, which is the sixty-second in 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly: demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank. They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


Please send me jon approval a copy of 
“Increasing Porsonal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


the association’s Financial Management 
Series. The papers are: Realism in Ac- 
counting, by Charles B. Couchman; New 
Thinking in Auditing, by Samuel J. Broad; 
Inventory Checking and Some of Its Prob- 
lems, by E. S. Coldwell; and The Applica- 
tion of the Last-in, First-out Inventory 
Method for Federal Income Tax Purposes, 
by Nicholas Salvatore. 


Practica APPLICATION OF CorPoRATE Bcp- 
GETING. New York: American Manage- 
ment Association. 1940. Pp. 16. 75 cents. 


Tuts booklet, number sixty in the Financial 
Management Series, contains two papers 
presented at the January, 1940, Finance 
Conference of the American Management 
Association—How Management Looks at 
Budgeting, by Arthur Lazarus; and Flex- 
ible Budgeting of Expense, by S. R. Shave. 


Conrrot or ExpENDITURES IN THE Loca. 
GoveRNMENTAL Units oF ILLINors. By 
H. K. Allen. Urbana, Illinois: University 
of Illinois. 1940. Pp. 58. 


Tue subject of taxes has long been widely 
discussed, but the consideration given to 
the control of public expenditures has not 
been commensurate with the importance of 
such control. This is true despite the fact 
that it is public expenditures which give 
rise to the need for taxes. This bulletin, 
issued by the Bureau of Business Research 
of the University of Illinois, contains a 
discussion of budgeting, accounting, and 
reporting—the chief instruments of expen- 
diture control—and explains the extent to 
which these devices have been adopted in 
the local governmental units of Illinois and 
other states. 


GerRMANY'’s Economic MOosILizATION FOR 
War. By Hans Staudinger and Fritz 
Lehmann. New York: The Conference 
Board. 1940. Pp. 20. 


Iw this study, which comprises a section of 
the July 24 issue of The Conference Board 
Economic Review, Drs. Staudinger and 
Lehmann attribute Germany’s amazing mili- 
tary successes to the Reich’s total mobiliza- 
tion of economic resources for war between 
1933 and 1939, rather than to any startling 
new strategic methods or to new secret 
weapons; and they discuss in detail the 
“all-inclusive organization of the total life” 
of the German nation. The study is di- 
vided into four sections: The extent of the 
economic effort; organizing the war econ- 
omy; providing the raw materials; and the 
price of armament. Numerous tables are 
included, showing: volume of industrial and 
agricultural production, foreign trade, (ebt 
of the Reich, national income distribution, 
revenues from major taxes, etc. 
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REDUCE SALARIES LAST 


By Ernest S. Woo.L_ey 
Bank Analyst, New York City 


OR the twelve year period ended 
June 30, 1938, the total amount 
paid in salaries and wages by all 
the national banks of the United States 
combined was $2,867,189,000. During 
this period the gross losses on the loans 
and discounts written off on the books 
of those national banks was $1,946,- 
810,000 and the recoveries were $348.,- 
457,000, leaving net losses on such loans 
and discounts of $1,598,353,000. This 
is equivalent to 55.74 per cent of the 
amount that was paid in salaries and 
wages during that time. In some indi- 
vidual banks the total losses written off 
on the books over a fifteen year period 
has actually exceeded the total paid in 
all salaries and wages during that 
period. 
It is obvious, then, that the control 
of losses from loans is a very important 


‘It is obvious that the control 
of losses from loans is a very 
important factor in the profit- 
able operation of a bank. Yet 
how often when the board of 
directors wishes to reduce ex- 
penses, do they call for the pay 
roll register. Actually, salaries 
and wages are the last item that 
should be reduced,’’ advises Mr. 
Woolley in the accompanying 
portion of an address before the 
joint meeting of the New Hamp- 
shire Bankers Association and 
the Savings Banks Association 
of New Hampshire. 


factor in the profitable operation of a 
bank. Yet how often when the board of 
directors wishes to reduce expenses, do 
they call first for the pay roll register. 
Actually, salaries and wages are the last 
item that should be reduced. ‘The 
laborer is worthy of his hire, and quite 
frequently the wages of bank employees 
are not on a par with the amounts paid 
by industry. True, bank employes have, 
in the great majority of cases, a stalyil- 
ity of employment that warrants a lower 
scale than where such stability cannot 
be offered. But this does not mean that 
they should be asked to accept “cuts” 
or a smaller salary in order to ofliset 
losses from other sources. 

Salaries, like all other expenses in a 
bank, should be governed by the income. 
Cost analysis, with its complement, cost 
control, demands that the coat be cut 
according to the cloth. Salaries in a 
bank should run anywhere from about 
twelve per cent to about twenty-three 
per cent of its gross income, depending 
upon the particular type of bank. A 
bank with a large proportion of demand 
deposits to total deposits will have a 
higher ratio than where the opposite 
condition exists because more people 
are required to service demand than 
time deposits. Again, salaries in a trust 
department will be considerably higher 
in relation to income than in either 
commercial or savings banks for the 
reason that the ratio of special services 
to routine work is considerably higher. 

These are some of the things that cost 
analysis should tell management. Cur- 
rently and accurately prepared complete 
cost analyses of every department and 
operation of the bank are the tools with 
which management works and without 
which no management can be really 
effective. 
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DEPOSITORS’ INSURANCE 


By KennetH C. BELL 
Second Vice President, The Chase National Bank, New York, N. Y. 


HERE is ordinarily but little occa- 
sion for a commercial bank to 
interest itself in any way in the 
insurance arrangements of its non-bor- 
rowing deposit customers. As a matter 
of fact, possibly when only that rela- 
tionship exists the shoe is on the other 
foot and the depositor has more interest 
in the bank’s insurance and its other 
protective arrangements for safeguard- 
ing his deposit funds! About the only 
phases of customers’ insurance which 
are fittingly of any concern to a bank 
in a strictly deposit relationship are 
those involving forgery, registered mail 
and in some instances transit or trans- 
portation insurance. 
As to the first of these, depositors’ 
forgery insurance is probably not pur- 


chased so widely as it should be. A 
bank of deposit is clearly accountable 
to its customer for paying out his funds 
only in accordance with the depositor’s 


instructions. Therefore, as we all know, 
in most instances of forgery, whether 
of the maker’s signature or the payee’s, 
the depositor has recourse to his bank 
and he relies to a considerable degree 
upon the protection which such recourse 
affords him. But, as you also well 
know, there are other possible situations 
consisting mostly of instances of con- 
tributory negligence, where depositors’ 
forgery insurance would provide a 
much needed protection for the de- 
positor. 

However, if such insurance is to con- 
stitute the anti-litigation device as be- 
tween the depositor and his bank which 
insurance producers frequently empha- 
size so strongly, then the standard cov- 
erage as it now exists should be re- 
drafted so that it will unquestionably 
eliminate any controversial feature and 
not provide a mechanism for a possible 


THE 


manipulation between various insurers 
so that they may throw upon the en- 
tirely innocent bank the losses growing 
out of the perpetration of skillful for- 
geries against depositors’ accounts, 
whether by employes of the depositor or 
not. Certain litigation now in the courts 
may tend to clarify the unsatisfactory 
ambiguity of the present conference 
policy forms. 

In at least one set of circumstances 
banks are clearly justified in requiring 
that their depositors carry effective for- 
gery insurance contracts which will in- 
demnify their banks and themselves. 
That is, when any mechanical or photo- 
graphic check-signing devices are used. 
When the depositor adopts time and 
expense saving equipment for his own 
advantage and thereby deprives his bank 
of any possibility of detecting any 
irregularities in the signing of his 
checks, he should be prepared to in- 
demnify the bank both by board resolu- 
tion and by insurance contract. I can- 
not see any defensible argument to the 
contrary. 

And of course we also need on the 
statute books of every state the Illinois 
form of forgery statute with respect to 
fictitious payees. 

As to registered mail coverage, most 
bank depositors, particularly individ- 
uals, do not carry it. They have no 
need for such insurance. But even those 
concerns which do have their own poli- 
cies, such as security houses or life 
insurance companies, should permit the 
banks that handle securities shipments 
for them to declare such shipments, 
whether incoming or outgoing, under 
the banks’ insurance coverage. Other- 
wise the banks would have no direct 
knowledge as to whether the limits of 
value and other conditions of the policy 
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‘In at least one set of circum- 
stances banks are clearly jus- 
tified in requiring that their de- 
positors carry effective forgery 
insurance contracts which will 
indemnify their banks and 
themselves. That is, when any 
mechanical or photographic 
check-signing devices are used. 
When the depositor adopts time 
and expense saving equipment 
for his own advantage and 
thereby deprives his bank of 
any possibility of detecting any 
irregularities in the signing of 
his checks, he should be pre- 
pared to indemnify the bank 
both by board resolution and by 
insurance contract,’’ points out 
Mr. Bell in the accompanying 
portion of an address before the 
American Management Associa- 
tion Insurance Conference. 


used were consistently complied with, 
nor whether proper errors and omis- 
sions coverage was provided for nor, in 
fact, that even the continued existence 
of the policy had not been threatened. 
It is not a question of whet underwriter 
or what broker is to be favored; it is a 
question of whether adequate protection 
is or is not furnished. 

More particularly is this point a seri- 
ous one when bank advances or loans 
are requested while the securities are 
en route to their destination. 

As to transit or transportation insur- 
ance, there are instances occurring 
occasionally at the larger city banks 
where special transportation of securi- 
ties in large blocks must be handled, 
sometimes on out-of-town trips, for big 
corporations or estates, under unusual 
circumstances. In the event of loss 
during such transit it may be difficult 
to persuade the customer who is being 
accommodated to reimburse the bank 
for reinstating the loss under the bank’s 
own blanket bond, as that cost usually 


runs into large figures. On the other 
hand, a customer should not expect his 
bank to absorb a loss under such cir- 
cumstances, especially if no negligence 
on the part of the bank or its employes 
is involved. Specific transit policies to 
absorb the risk for the customer’s 
account and at his expense can, and | 
believe in most instances should, be 
arranged. The customer should be will- 
ing to pay, at the outset, the premium 
cost of such coverage arranged by the 
bank for his benefit, even though he 
might demur at reimbursing the bank 
for the reinstatement of a loss under the 
bank’s policy. Moreover, the cost to 
the customer for such individual poli- 
cies would be considerably less than the 
loss reinstatement under an expensive 
form of bankers’ blanket bond, and also 
decidedly less than the cost of regis- 
tered mail insurance plus postal sur- 
charges in the case of bond securities, 
if the shipment were forwarded by reg- 
istered insured mail. 
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BANKERS’ PLATFORM 


As bankers, let us pledge ourselves 
anew to work and codperate in every 
proper way to the end that our people 
may have employment in private enter- 
prise—that confidence on the part of 
business and the individual be restored 
—that further experimentation with our 
social and economic life cease—that a 
sound fiscal policy be adopted by our 
Federal Government and _ continued 
deficits eliminated—that all govern- 
mental bodies adopt a program of strict 
economy in order to reduce the tax bur- 
den, thereby stimulating business and 
employment—that capital and _ labor 
alike be given equal and fair treatment 
—that adequate and proper defenses be 
provided against both external and in- 
ternal inroads on our democratic form 
of government to insure its preservation, 
its institutions and the continued per- 
sonal freedom of our citizens.—Hayes 
Picklesimer, executive vice-president, 
Kanawha Valley Bank, Charlestown, 


West Virginia, in a recent address. 
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Small Loan Experienee Analysis 


Land Title Bank and Trust Company, Philadelphia, Pa. 


HE individual in the lower income 
groups and the small business man 
have been the biggest beneficiaries 

from the small loan department of the 
commercial bank. 

This fact is disclosed by a compre- 
hensive survey of small loans made by 
the Land Title Bank and Trust Com- 
pany. The study breaks down all of 
ihis type of loan made by the bank dur- 
ing 1939—showing reasons for which 
the loans were made, types of indi- 
viduals availing themselves of the 
service, income groups of borrowers, 
occupations of borrowers, and _ the 
periods for which the loans were made. 

The survey shows that the lower in- 
come brackets accounted for the great- 
est percentage of small loans—that 52 
per cent of the loans were made by 
individuals in the $1,000 to $2,500 a 
year income groups, and slightly over 
62 per cent by those in the $1,000 to 
$3,000 a year income class. 

Young married people, so the an- 
alysis discloses, were more apt to need 
financial assistance than older or single 
individuals; also that men made up 
Sl per cent of the borrowers. More 
than half, 52 per cent, of the total loans 
were made to individuals between the 
ages of 21 and 30; 3814 per cent in 
the 40 to 50 age group, and 914 per 
cent to those age 60 or over. 

Married people accounted for 6914 
per cent of the borrowers; single indi- 
viduals for 2434 per cent; widows for 
314 per cent; married but separated for 
1% per cent, and divorced for 1 per 
cent. 

The average small loan amounted to 
slightly over $276, and the average 
automobile loan was $412.50. 

Of the borrowers, 67 per cent were 
home owners, 28 per cent were renting, 
and 5 per cent lived with their parents. 


Why do people borrow money? The 
reasons advanced by the borrowers 
totaled . forty-eight in number, and 
ranged anywhere from meeting current 
expenses and business purposes to such 
things as tuition, purchases of various 
sorts, paying insurance premiums, taxes, 


The Land Title Bank and 
Trust Company’s analysis of 
small loans made during the 
past year shows: 

Over 62 per cent were made 
by individuals in the $1,000 to 
$3,000 a year income class. 

Fifty-two per cent of loans 
were made to individuals be- 
tween ages of 21 and 30; 38% 
per cent in the 40 to 50 age 
group; 94 per cent to those age 
60 or over. 

Sixty-seven per cent of the 
berrowers were home owners, 28 
per cent were renting, and 5 per 
cent lived with parents. 

Of the total borrowers, only 
30.7 per cent were depositors of 
the bank. 

To handle current expenses 
was the reason given for 49 per 
cent of loans made; while 10 
per cent were for business pur- 
poses. Other reasons included: 
payment of taxes, tuition, pur- 
chasing furniture, paying hos- 
pital bills, vacation, and pay- 
ment of insurance premiums. 
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A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE is a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is_ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


and 


Sent Postpaid for 5 Days’ Free Examination 


a" le Te eel Fon Or” 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 

Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five days after its 
receipt I will send you the price, $8.50, 
or return the book. 
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mortgages and interest, sending rela- 
tives away for their health, etc. 

Predominant in the reasons for people 
seeking loans at the bank were current 
expenses and for business purposes. By 
far the largest was the former, which 
accounted for 49 per cent of the total 
loans. Next in line were loans for busi- 
ness purposes, which accounted for 6.8 
per cent. However, to this figure must 
be added loans made to meet payrolls, 
for advertising, to purchase an interest 
in a business, and for working capital, 
bringing the percentage of loans 
strictly for business purposes and by 
business men at 10 per cent. 

Foremost among the remaining rea- 
sons for securing loans were: payment 


254 


of taxes, tuition, purchasing furniture, 
paying of hospital bills, vacation, and 
payment of insurance premiums. 

Eighty occupations, covering just 
about every phase of activity from ex- 
ecutives and professional men to hair- 
dressers, civil service employes, auchors, 
editors, and artists were cited by the 
borrowers The main occupations were: 
salesmen, 13%4 per cent; business men, 
12 per cent; clerks, 1114; executives. 
11; lawyers, 5; accountants, 4; and 
housewives, 314 per cent. 

Of the total borrowers, only 30.7 
per cent were depositors of the bank. 

It was found that the regular small 
loan was repaid in shorter time than 
the automobile loan. Of the regular 
loans, 86 per cent were for a twelve- 
month period; 8 per cent for eighteen 
months; 5 per cent each for six and 
fourteen months; and 3 per cent for 
three months. 

Automobile loans, on the other hand. 
showed only 29 per cent for a twelve- 
month period, with 65 per cent for 
eighteen months. 

The relation of borrowers to salary 
and income groups was as follows: 


Up to$ 500 
$ 500to 1,000 
1,000 to 1,500 
1,500 to 2,000 
2,000 to 2,500 
2,500 to 3,000 
3,000 to 3,500 
3,500 to 4,000 
4,000 to 4,500 
4,500 to 5,000 
5,000 to 5,500 1.25 
5,500 to 6,000 2.00 
6,000 to 6,500 a | 
6,500 to 7,000 A5 
7,000 to 7,500 8 
7,500 to 8,000 .68 
8,000 to 8,500 A5 
8,500 to 9,000 33 
9,500 to 10,000 1.50 
11,000 to 11,500 1 
11,500 to 12,000 33 
14,000 to 14,500 ll 
14,500 to 15,000 ll 
17,000 and over .22 


OT 
6.00 
14.50 
18.50 
19.00 
10.33 
6.75 
6.75 
2.75 
6.50 
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Savings Bank Life Insurance 
Benefits 


By Cuarence B. PLANTz 
Assistant Vice President, The New York Savings Bank, New York City 


HERE seems to be a tendency for 
some savings bankers to take the 
position that savings bank life in- 

surance and certain other thrift services 
are none of our business. Some say 
that we should be satisfied with what 
we have developed. Others warn about 
our possible inability to cope with pres- 
ent problems. 

Just what is our business? If we ex- 
amine the history of savings banking 
since its inception, we see far-reaching 
changes. Others might find little in 
common between our enormous present 
day institutions, our magnificent build- 
ings and too often cold and impersonal 
methods, compared to those small phi- 
lanthropic organizations out of which 
we have grown, meeting for the receipt 
of moneys in donated quarters, whose 
trustees personally conducted the busi- 
ness so that they might be afforded op- 
portunity to know the depositors and 
advise and assist them. In many of the 
early savings banks in England and on 
the Continent, we even find life insur- 
ance and annuities closely interwoven 
with other services. 

There has been a common theme 
throughout our history—to help others 
to help themselves obtain economic se- 
curity. That, without question, is the 
guiding principle of savings bank life 
insurance. 

To advocate the furnishing of facil- 
ities for systematic saving by means of 
life insurance is not to advocate that 
the savings banks depart in any way 
from their original purposes. Those 
who, on occasion, make facetious com- 
parisons to opening drugstores, show a 
regrettable lack of understanding of life 
insurance and its common purpose with 
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savings banking, 
tematic saving. 

What about the savings banks’ abil- 
ity to perform this service? To ask 
this in Massachusetts is most impolite. 
But, assuming that we are a sort of 
Congressional investigating committee, 
let us be impolite and insist upon an 
answer. 

We have seen the statistical evidence 
of success, but what about the answers 
to the contrary from those who have 
argued against savings bank life insur- 
ance? They concede a creditable show- 
ing has been made and that the banks 
have succeeded in furnishing life insur- 
ance at lower cost, but hasten to add 
this can be explained in whole or in 
part by subsidies. Having in mind that 
our consideration of the subject should 
be kept as non-controversial as possible, 
let us avoid argument as to whether 
subsidies ever are justifiable. Let us 
not argue if it was as proper for Massa- 
chusetts to have spent several thousand 
dollars for thrift education and financial 
health during the first years of savings 
bank life insurance, as it was for the 
Commonwealth to have spent millions 
for cultural education and _ physical 
health. Perhaps it would be well to 
avoid all reference to subsidy, because 
savings banks are somewhat vulnerable. 
The English Government guaranteed the 
rate of interest payable by the original 
savings banks with the result that, ac- 
cording to a statement in Parliament in 
1828, they were costing the Government 
forty to fifty thousand pounds a year. 


in promoting sys- 


No Longer Subsidized 


What we want to know is not what 
has been done, but what, if anything, 
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is being done today that might explain 
the low cost and liberal policy provi- 
sions of savings bank life insurance. Is 
Massachusetts now providing a subsidy? 
Since 1934 the banks have paid all ex- 
penses incurred by the state in their 
behalf, and they continue to furnish life 
insurance at lower cost. They also are 
paying taxes on the same basis as the 
insurance companies. 

Has the use of savings depositors’ 
money made this low cost possible? 
The impartial investigation of the 
Bureau of Labor Statistics of the United 
States Department of Labor, found: 

“Taking the savings-insurance system 
as a whole, during the year 1933 the 
savings departments, instead of subsidiz- 
ing the insurance departments, were, if 
the word ‘subsidize’ is to be used at all, 
actually being themselves subsidized by 
the insurance departments.” 

In other words, the service not only 
is self supporting, it is paying substan- 
tial amounts each year in reduction of 
ihe fixed overhead expenses of the 
banks. 

We should not be interested in the 
experience in Massachusetts alone. If 
there are factors in that state not ap- 
plicable to conditions elsewhere, can the 
underlying principles be adapted to 
those conditions? We are now engaged 
in the State of New York in making 
that test. We have no doubt of the 
outcome. There is no reason why sav- 
ings banks cannot furnish low cost life 
insurance. In one year five of the life 
companies paid out over $200,000,000 
for commissions and other agency ex- 
penses in obtaining a net gain of less 
than $350,000.000 of insurance. The 
absence of commissions, which involve 
such great expense to the companies, 
coupled with other economies of opera- 
tion, make it possible to effect such sav- 
ings that there is no reason whatsoever 
for a subsidy. 

There being a sufficient number of 
people who wish to obtain insurance 
directly, and whe do not need the sell- 
ing services of agents, the savings banks 
can furnish life insurance efficiently 
and economically if they wish to. If 
we do not furnish it there are others 
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anxious for the privilege, already in 
vigorous competition with us. 


Benefits to Banks 


It is asked: What do the savings banks 
get out of all this? The question ig- 
nores the fact that we are mutual insti- 
tutions organized for the benefit of 
others. As a matter of fact savings 
bank life insurance has proved an in- 
spiration and added incentive to the 
officers and employes. They gain from 
the increase in popular support that 
goes to a progressive institution anxious 
to fulfill its mission. It should not be 
a question merely of whether this plan 
is advantageous to the depositors, al- 
though they also benefit by its proven 
ability to bring in new depositors and 
to share expense burdens. The impor- 
tant factor should be—will it benefit the 
communities served by savings banks? 
That is the question that must be an- 
swered by every conscientious savings 
banker in the light of his knowledge of, 
and desire to serve, the people of their 
communities. Whatever our future at- 
titude, we should not remain somnolent 
or “ostrich-like” in the face of the con- 
tinued extension of this modern form 
of systematic saving.—-From an address 
before the National Association of Mu- 
tual Savings Banks convention. 
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THE combination of decreasing income, 
increasing expense, and entrance into 
the mass production field has tended 
to focus our attention upon costs. This 
may be a blessing in disguise. Out of 
it should come and will come more ef- 
ficient bank methods and a broadening 
of useful services which will embrace 
a greater and greater cross-section of 
our people. Many of us will be grate- 
ful in time to come for the hardships 
which we have undergone, because ulti- 
mately it will mean a modern up-to-date 
banking system geared to perform, in 
the best manner, the functions for which 
the banks are destined—L. W. Bishop, 
cashier, State-Planters Bank & Trust 
Company, Richmond, Va., in a recent 


address. 
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Fourteen Points for 
Inereasing Bank Loans 


Loan Research Committee, New 


T is a mistake to feel that the pres- 
ent low level of bank loans is a 
condition which will right itself 

without effort on our part as individual 
bankers. Some sort of positive and 
continuing program of action is neces- 
sary. 

The committee recognizes the difficul- 
ties inherent in attempting to reach a 
solution of the problem of declining 
loan portfolios. It recognizes that there 
is no universal solvent which will 
magically cause the difficulties to dis- 
appear. It recognizes that the situation 
of each bank presents a test tube con- 
taining its own particular liquid, and 
that the chemists most familiar with 
each liquid, i. e., local management, are 
the ones best equipped by knowledge 
and experience to resolve it into its own 
component elements and recombine 
these into a form still more potent and 
more useful, 

The committee, nevertheless, does be- 
lieve that it might be possible to sug- 
gest some basic method of approach 
which it trusts will have an application 
to the solution of the underlying prob- 
lem. It ventures, therefore, to offer for 
your critical review some broad pre- 
cepts, the use of which it earnestly 
hopes may be productive of results: 

First--abandon the belief that times 
are normal. 

Today’s expenses cannot be paid for- 
ever with yesterday’s or tomorrow’s 
profits. If loans come back naturally, 
we can reap the benefit when they come. 
If they do not come back of their own 
accord, the quicker we work out our 
salvation, the better. Neither public 
opinion nor profits permit us the luxury 


of being satisfied with things as they 
are. 
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Second—know our community. 

Why have loans shrunk in our own 
trade area? Does it mean that good 
borrowers have disappeared? Or does 
it mean that a new type of borrower 
has grown up, whom we do not reach? 
Or perhaps a new type of lender? 

Has the former bank borrower gone 
to other than bank sources for his 
credit? If we want him, how, specific- 
ally, can we get him back? What can 
we do as bankers to restore desirable 
borrowers to the community? Good 
bank loans mean jobs, jobs mean pay- 
rolls, payrolls mean trade, trade means 
better business, better business means 
better demand for bank credit. 

Third—know what we have to offer. 

New forms of bank credit have been 
and are being developed. If we want 
to sell our merchandise, we must know 
it as well as we expect the merchant 
to know his. If the legitimate customer 
has a legitimate need for money, how 
can we meet it? 

The safe and profitable employment 
of funds is more important today than 
is following tradition. Do we run a 
modern shop where the latest styles in 
bank credit may be bought? 


Gather Credit Data 


Fourth—gather and record informa- 
tion on potential borrowers. 

This means an earnest effort to build 
credit information on every business 
man and every farmer in the trade area. 
As the information is gathered, we must 
be sure that it is recorded and used. 

It means an expenditure of some time 
and some money to gather and record 
the information, but it means too that 
we are equipped to say “yes” or “no” 
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In the accompanying article, 
fourteen points that have pro- 
duced results in some instances 
are offered for consideration in 
connection with the problem of 
declining loan portfolios. 

As the Loan Research Com- 
mittee suggests, these. points 
‘‘should enable the banker to 
function to the full limit of his 
capabilities as the clearing house 
of the working funds of the 
community and to strive dili- 
gently to discharge his duties to 
the three parties to whom he is 
rightly accountable—first, his 
depositors, actual and potential; 
second, his employes; and, third, 
his stockholders.’’ 

The material set forth in this 
article is taken from the ‘‘Intro- 
duction to the Report of the 
Committee on Loan Research,’’ 
published by the New York 
State Bankers Association. 


to the customers or prospects who may 
want to buy from us. 

Fifth—go to the desirable borrower 
if he does not come to us. 

The record shows people are not beat- 
ing down our doors to get credit. Do 
potential legitimate borrowers know we 
want to lend them money? Have we 
told them so individually, and face to 
face? Do they still believe that banks 
only lend money when they don’t need 
it? 

Can we, as supposed financial ex- 
perts, show them any way they can use 
bank credit to their profit? To buy 
for cash instead of on terms, to make 
needed repairs, or for any other legiti- 
mate reason? Have we done as good 
a job in selling our merchandise as 
we would expect a merchant to do in 
selling his? 


Avoid Technical Language 


Sixth—make it simple. 
Avoid technical language wherever 
possible. It’s just as easy to ask “How 
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much does it cost you to run your shop 
a month,” as “What is the total of your 
monthly overhead?” Statement and 
application forms should be adequate 
but not complicated. There is enough 
red tape in the world today without 
our adding to it. Talk in the language 
of the trade, not in the language of 
the bank. 

Seventh—be prepared to give quick 
as well as courteous decisions. 

Business today is streamlined. Busi- 
ness has a right to expect banking to 
keep step with it. If an old customer 
makes an application at a bank, he is 
entitled to the quickest answer possible. 
If a new, or prospective customer makes 
an application, he is flattered by one. 


Be Fair on Rates 


Eighth—be fair on rates to our cus- 
tomers, ourselves, and our _ banking 
neighbors. 

Money is a commodity. But there are 
other factors in tthe equation too— 
quality of the credit, its term, the size 
of the balance, the account activity, the 
history of repayments. The customer 
is entitled to the rate his business de- 
serves, without pressure on his part. 

However, unwarranted pressure of 
customer, idle funds, or competition 
should not be permitted to produce an 
uneconomic rate. We should not lose 
business by charging more than the 
traffic should bear. We should not gain 
business by stealing it at less than its 
worth. Business “bought” on a rate 
basis can be “bought” again by some- 
one else. Business maintained at a fair 
rate voluntarily given should be stable 
business. 


Do Better Job 


Ninth—-if a finance company is do- 
ing a job, can we do the same job 
better? 

If it’s safe, we might be able to. The 
spread between the bank rate to the 
finance company, and the latter’s rate 
to the borrower is, or should be, com- 
pensation for the protection of the 
finance company’s capital and its serv- 
icing of the loan. If we don’t need the 
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capital protection and servicing in cer- 
tain types of loans, are we justified in 
giving up the spread? How much of 
the spread is the borrower warranted 
in paying? Can we give as good and 
as sound service as cheaply or cheaper 
to the consumer of the credit, and with 
greater profit to ourselves? 

Tenth—take the load from Govern- 
ment lending agencies where we can. 
Codperate to the best of our ability 
where we can’t. 

If the business is bankable, we should 
be able to handle it more expeditiously 
than they. Many of these agencies were 
created as emergency measures. Let us 
honestly try to take over when and if 
the emergency has passed. 

Participations or commitments with 
Government agencies sometimes make 
an otherwise unbankable loan bankable. 
There is a basis for codperation between 
Government and banking. Let us do 
our full share to make it real. 


Make Propositions Bankable 


Eleventh—if the proposition isn’t 
bankable as presented, can it be made 
so? 

Banking requires imagination as well 
as skill and experience. There are 
other answers beside “yes” or “no.” An 
answer might be “Yes, if certain rea- 
sonable conditions can be met.” It 
might be “We can’t do it exactly the 
way you want it, but we can get the 
same result another way.” 

We are presumed to know more 
about the uses of bank credit than the 
applicant. If he has made an unreason- 
able request, can we suggest a changed 
basis which will make it reasonable? 


Know Proper Procedures 


Twelfth—before we take on a loan, 
be sure we are prepared to handle it 
properly. 

The following of a loan after it is 
made is fully as important as the mak- 
ing. Specialized types of loans require 
adequate procedures. We owe it to 
our customers and to ourselves to know 
what these specialized types are. If we 


don’t know the procedure, we also owe 
it to our customers and to ourselves 
to learn the procedure. We must train 
ourselves to properly appraise risks. 
We must train ourselves to properly 
safeguard our customers and ourselves 
against undue and improper risks. 

Thirteenth—never compromise with 
safety. 

A bank’s first duty is to its depositors. 
Banking profits do not permit of more 
than normal losses. 

The best guaranty of banking sol- 
vency is wise banking management— 
not laws, regulation or insurance. Do 
we have adequate information about the 
borrower—what he has and what his 
debts are, what he makes and what it 
costs him to make it? Is there a defi- 
nite plan of repayment agreed upon 
when the loan is made? Does the bor- 


rower understand the plan? Is it rea- 
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sonable to think he has the ability as 
well as the willingness to live up to it? 
If it isn’t lived up to, are we geared to 
find out why and recast the arrange- 
ments safely and fairly at the right 
time? 


Be Frank With Customer 


Fourteenth—never compromise with 
mental honesty in dealing with the 
honest borrower. 

If the answer is an unqualified “yes,” 
he may be dispatched quickly and hap- 
pily. If the answer is “no,” tell him 
why, in non-technical language, so he 
will understand. If he doesn’t under- 
stand, he cannot shape his affairs so 
. that he may be a good borrower in the 
future. We can say “yes” in two min- 
utes. It may take two hours to say 
“no” properly. Besides, as we talk it 
over, some other sound basis for mak- 
ing the loan may occur. 

We shouldn’t use the excuse of a 
“loan committee,” “head office,” or 
“bank examiner” in refusing to approve 
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a loan if we don’t think the loan is 
good ourselves. It creates a wrong im- 
pression of ourselves, our bank, our 
banking system. Worse, it doesn’t give 
the applicant any opportunity to remedy 
defects. We expect our customer to be 
frank with us—we owe him the same 
consideration. 

Will these fourteen commandments 
produce results? The committee asks 
your indulgence in avoiding a cate- 
gorical answer. It realizes that broad 
economic movements have a basic in- 
fluence on the volume of bank credit. 
These “fourteen points” have produced 
results in some instances. The commit- 
tee at least believes that they preseni 
a rational approach and that they 
should create the feeling of the pride 
of the craftsman, who produces the bes! 
results within his ability with the ma- 
terials with which he has to work. They 
should enable the banker to function to 
the full limit of his capabilities as the 
clearing house of the working funds of 
the community and to strive diligentl) 
to discharge his duties to the three 
parties to whom he is rightly account- 
able—first, his depositors, actual and 
potential; second, his employes; and 
third, his stockholders. They represent 
at least an approach toward the banker's 
restoration as a source of “discount” as 
well as of “deposit.” 


® 


You will never get the proper amount 
of saving at the proper time without a 
far more intelligent and economically 
literate citizenship than any country in 
the world has today. The most dan- 
gerous suggestion for the long term eco- 
nomic welfare of the country that could 
be made is-to stop the discussion and 
teaching of thrift. The topic must be 
discussed until the average citizen un- 
derstands the difficulties and complexi- 
ties involved in obtaining the proper 
amount of saving and in seeing that it 
moves smoothly into new capital plants, 
new occupations and new industries.— 
Harold F. Clark, professor of educa- 
tional economics, Columbia University, 
in a recent address. 
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The War and Foreign Department 
Operations 


By WiLBert Warp 
Assistant Vice President, The National City Bank of New York, New York City 


TATEITHER we who were active in 
LN foreign department operations 

during the last war, nor the cus- 
tomers and correspondents with whom 
ve work, were prepared by experience 
to cope with the wholly new problem 
which was created by Congress with the 
passage on November 4, 1939, of the 
Neutrality Act. As you know, the act 
not only banned our ships and our citi- 
zens from important routes, but our 
merchandise as well. 


Doing Business Since War 


How has an American exporter done 
business since November 4, 1939? First 
he takes a red pencil and blocks out 
the combat area as a region into which 
he cannot send his salesmen, nor use 
our merchant marine. Then he takes, 
approximately, a blue pencil and marks 
out the belligerent ports in the danger 
zone to which he may not send his 
goods. So far as neutrals are con- 
cerned, there is no restriction of credit. 
He may extend credit to belligerents, 
unless he is selling munitions, or his 
purchaser is buying on behalf of a for- 
eign government. The State Depart- 
ment has not, to date, indicated how 
one is to determine what constitutes a 
belligerent government interest in a 
transaction, but it is hoped that our 
merchants may continue the normal ex- 
tension of credit to belligerent nationals 
in current commercial transactions. 

To sum up, so far as our foreign 
trade is concerned, the net effect of the 
Neutrality Act on our exporters is that, 
provided no element of extension of 
credit to a belligerent or any person 
acting for or on its behalf, or in con- 
nection with the sale of arms, ammuni- 
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tion or implements of war is involved, 
they can deal as formerly, except that 
where transfer of title is necessary, the 
bills of lading will not control the mer- 
chandise and must be offered to their 
bankers as in effect clean bills without 
collateral value. So far as the bankers 
are concerned, we are similarly affected, 
in that we must now consider as clean, 
our customers’ foreign bills that we 
formerly bought with the assurance that 
they were secured by merchandise. 


Credit Extension Prohibition 


The Neutrality Act in addition to re- 
lieving our State Department of its his- 
toric duty to protect our right to trade, 
our ships and our lives, prohibited the 
extension of credit to belligerents. 

Section 7 of the Neutrality Act, in the 
language of an Assistant Secretary of 
State, has as its underlying and domi- 
nant intent, the prevention of the exten- 
sion of credit from the United States to 
belligerent governments, or persons, or 
corporations acting on their behalf so 
that economic interests should not be 
created here which might find direct ad- 
vantage in causing the United States to 
become involved in war. Section 7 
renders it unlawful for any person 
within the United States to purchase, 
sell, or exchange bonds, securities or 
other obligations issued subsequent to 
a proclamation of war, or to make a 
loan, or extend any credit to any bel- 
ligerent government, political sub- 
division thereof, or any person acting 
for or on its behalf. To show you how 
earnestly Congress meant this provision, 
the penalty for its violation is fixed at 
a fine of not more than $50,000, or im- 
prisonment for not more than five years, 
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In the accompanying article, 
Mr. Ward describes some of the 
problems faced by bank foreign 
departments as a result of our 
Neutrality Act, various foreign 
government decrees, and other 
actions resulting from the pres- 
ent war. This article is a por- 
tion of Mr. Ward’s recent ad- 
dress at the banking session of 
the National Foreign Trade 
Convention in San Francisco. 


or both, whereas you may violate the 
other sections for not more than $10,- 
000, imprisonment for not more than 
two years, or both. 

Section 7 particularly concerns the 
banks as it involves the question as to 
whether they may purchase official 
checks or sight drafts of belligerent em- 
bassies or legations, as well as pension 
checks, currency, postal money orders 
or other similar obligations of belliger- 
ent governments which come into the 
hands of residents of the United States. 
The State Department is reported to 
have expressed the view that checks and 
sight (not time) drafts drawn by, or 
for account’ of representatives of bel- 
ligerent governments in this country are 
not “obligations” of a belligerent gov- 
ernment in the sense intended by the 
Neutrality Act. It is believed that the 
purchase of such instruments, as well 
as currency, postal money orders and 
other ordinary aids to banking and com- 
mercial transactions provided they are 
payable on sight and are not availed of 
to extend a real credit to the belligerent 
government by whom, or on whose be- 
half they are issued, may be regarded 
as within the spirit of the opinion of the 
Attorney General of May 5, 1934 (370 
ps. Att. Gen. 506), with respect to the 
Johnson Act, and thus not violative of 
the Neutrality Act. 


Check and Draft Problem 


Belatedly becoming aware of the 
transfer of title provisions of the Neu- 
trality Act, the Post Office Department 
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on January 23, 1940, issued regulations 
requiring the rejection of checks, drafts, 
stock certificates, interest coupons and 
bonds tendered for mailing to belliger- 
ent ports unless accompanied by a 
declaration, under oath, of foreign own- 
ership on the theory that they were 
articles of material value. The banks 
at once contended that these instruments 
were simply evidences of value, but of 
no intrinsic value themselves beyond the 
incidental cost of obtaining replace- 
ments in the event of their loss or de- 
struction. The Post Office Department 
finally realizing that its position 
savored of that of the stage lawyer who 
advised the widow that she had lost 
her property when the villain stole the 
deed, subsequently modified its position 
by agreeing that checks, drafts, secu- 
rities, documents and other evidences of 
indebtedness or interest which at the 
time of mailing required an endorse- 
ment or signature of a definite person 
for transfer, or were collectible only by 
a definite person or his agent, were not 
of material value and therefore accept- 
able for mailing in the regular mails. 
This has left open for solution by the 
banks the problem of forwarding Amer- 
ican owned bearer bonds for sale or 
collection if called or matured, as well 
as coupons payable in belligerent ter- 
ritory. 


Executive Orders 


The invasion on April 8, 1940, of 
Norway and Denmark opened a new 
act in our war drama. The President 
of the United States moved promptly, 
by Executive Order of April 10, to pro- 
hibit dealings involving property sit- 
uated in the United States in which 
Norway or Denmark or a_ national 
thereof had any interest, except as spe- 
cifically authorized in regulations or 
licenses to be issued by the Secretary 
of the Treasury. As the invading armies 
moved forward these powers were ex- 
panded to include property of the 
Netherlands, Belgium and Luxembourg 
as of May 10; France as of June 17. 
and Latvia, Lithuania, Estonia as of 
July 10. The statutory authority for 
these Executive Orders is the “Trading 
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with the Enemy Act of 1917” which 
provides that during times of war, or 
any other perod of national emergency 
declared by the President, he may in- 
vestigate, regulate or prohibit any 
transactions in foreign exchange, trans- 
fers of credit, export, hoarding, melting 
or earmarking of gold or silver coin 
or bullion or currency, or any transfer, 
withdrawal or exportation of, or deal- 
ing in any evidence of indebtedness or 
evidences of ownership of property in 
which any foreign state or a national 
or political subdivision thereof as de- 
fined by the President, has any interest, 
by any person within the United States 
or in any places subject to the juris- 
diction thereof. It has been stated by 
the Secretary of the Treasury that the 
scrutiny which the Treasury Depart- 
ment is giving to applications for li- 
eenses to deal in property affected by 
Fxecutive Orders is for the purpose of 
heing absolutely satisfied that in each 
case the funds are going to the rightful 
owners and that no transactions are 
made under duress. Adherence to this 
policy should allay the apprehensions 
which have been expressed by foreign 
holders of deposits or securities in this 
country with regard to the purpose of 
the Administration. It should be em- 
phasized that the authority conferred by 
Congress on the Executive is limited to 
the right, during periods of national 
emergency, to investigate, regulate or 
prohibit transactions, and affords no 
basis for the taking of private property 
of foreign nationals in payment of pub- 
lic debts of their respective govern- 
ments. 


Foreign Decrees 


In an effort to supplement the purely 
negative action of the Executive Orders, 
the governments of two of the invaded 
nations have undertaken measures of 
their own to protect their nationals from 


duress. On April 22, 1940, the Nor- 
wegian government approved certain 
regulations purporting among other 
things, to transfer to the Norges Bank 
holdings abroad belonging to banks or 
private persons in the areas occupied 
by the enemy. Subsequently, through 
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the State Department, interested banks 
were advised that the Norwegian Min- 
ister in Washington had been author- 
ized to operate these accounts and assets 
in the United States. Similarly on May 
24, 1940, by Royal Decree, the King- 
dom of the Netherlands purported to 
transfer to itself certain assets of per- 
sons residing or domiciled in the King- 
dom of the Netherlands. Subsequently 
the Netherlands Minister in Washington 
was empowered to operate accounts in 
America affected by this decree. The 
handling of the situation created is com- 
plicated by the fact that not only are 
the accounts affected by the decrees not 
identical with accounts blocked under 
the Executive Orders, but the decrees 
themselves proceed on different lines. 
The Norwegian decree, for example, 
does not assume to take possession of 
property which was deposited before 
April 9, 1940, for the purpose of serv- 
ing as payment for, or necessary for 
meeting expenses such as due payments 
on debts, current business expenses, 
seamen’s wages, etc. The Netherlands 
decree, on the other hand, is directed to 
all property without regard to the pur- 
pose for which it was deposited, or for 
which it is sought to be used. Without 
conceding that these decrees have extra 
territorial effect, or constitute a valid 
transfer of title to property situated in 
the United States, application is being 
made by some depositaries of such 
funds or other property, to the respec- 
tive Ministers in Washington for assent 
to the disposition of such property in 
accordance with the instructions re- 
ceived from the owners of record 
thereof, in addition to obtaining licenses 
under the Executive Orders. 


Additional Problems 


Another problem with which our for- 
eign departments had not previously 
had to deal, arose as a consequence of 
the suspension of foreign exchange op- 
erations owing to the invasion of im- 
portant foreign financial centers in 
which foreign correspondents were, by 
arrangement, paying for our account 
sight drafts, or accepting time drafts, 
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drawn in their local currency. To illus- 
trate, at the time of the invasion of Am- 
sterdam, there were in transit from 
Batavia drafts drawn by the Dutch East 
Indian shippers of rubber on Amster- 
dam banks to reimburse themselves for 
merchandise shipped to the United 


States. The bills of lading were issued 
to the order of and forwarded directly 
to the American bank which was financ- 
ing the transaction in guilders for ac- 
count of the American purchaser. The 
Batavian banks which had negotiated 
these drafts, apprehending that the pro- 
ceeds of these drafts if paid might be 
sequestered by the invaders, sought to 
stop the transactions in iransitu by in- 
structing the New York banks to whom 
the bills of lading had been forwarded, 
that the merchandise was not to be de- 
livered to their customers, the buyers of 
the rubber, but held, and stored if 
necessary, for seller’s account until the 
buyers were agreeable to arranging for 
payment in dollars rather than in 
guilders. Thus were precipitated into 
the foreign banking business two nice 
legal questions. The first was whether 
a seller, having drawn and negotiated 
a draft in accordance with the terms of 
a credit arranged for his reimbursement 
by the buyer, and having in accordance 
with its stipulations consigned the mer- 
chandise to the buyer’s bank, had not 
lost the right of stoppage in transitu. 
The second was a double-barreled ques- 
tion: was the bank which had issued 
the letter of credit and undertaken that 
the seller’s draft drawn on its corre- 
spondent would be duly honored on 
presentation in Amsterdam, obligated, 
in case presentation in Amsterdam was 
impossible, to pay the dollar equivalent 
in New York, and at what rate?—and 
if the buyer had already delivered to 
the bank the guilder exchange which he 
was obliged to place in the bank’s 
hands to reimburse it for the payment 
to be made in Amsterdam, could the 
bank, nevertheless, require the buyer to 
pay to it the dollars necessary to meet 
the obligation in case the answer to the 
first half of this query were that the 
bank was obliged to pay the dollar 
equivalent? 

Whether this recital of our present 
problems rings down the curtain, or is 
merely a prologue to further complica- 
tions still to be unfolded, none of us 
know. 
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THE HALF YEAR’S PROFITS 
Monthly Report, The National City Bank of New York, New York City 


EPORTS issued by leading cor- 

porations show a sharp increase 

in earnings in most lines of busi- 
ness during the first half year over the 
earnings of a year ago, accompanying 
the increase in general business activity. 
A tabulation of the published statements 
of 400 industrial corporations gives 
combined net profits, after taxes and 
less deficits, of approximately $649,- 
000,000 in the first half of 1940, which 
compares with $409,000,000 for the 
same companies in the corresponding 
period of 1939 and represents a gain 
of 59 per cent. These companies had 
an aggregate capital and surplus of 
$11,896,000,000 at the beginning of 
this year, upon which the six months’ 
profits were at an annual rate of 10.9 
per cent, against a rate of 7.0 per cent 
upon a slightly smaller net worth a 
year ago. 

Separate figures available by quarters 
for 325 of these companies show com- 
bined net profits of $296,000,000 for 
the second quarter, which compares 
with $315,000,000 in the preceding 
quarter and with $197,000,000 in the 
second quarter of 1939. In most years, 
there has been a substantial increase 
in profits from the first to the second 
quarters, but this year the increases 
were limited and numerous companies 
reported decreases instead. 

One reason for the less-than-seasonal 


THE BANKERS MAGAZINE for September, 1940 


gain was the relatively high level of 
profits reached in the first quarter, when 
production was high (though declin- 
ing) and sales were swelled by ship- 
ments from the heavy production in 
December. The low point of produc- 
tion occurred in April, but the rapid 
expansion in May and June was not 
sufficient to carry second quarter profits 
ahead for the usual seasonal gain. 

A second adverse influence upon sec- 
ond quarter profits was the Revenue 
Act of 1940, passed by Congress in 
June but made retroactive to January 1, 
1940. This act raised the effective rate 
of the Federal corporate income tax 
from 18 per cent to 20.9 per cent, or 
by about one-sixth. The new rates have 
prompted most corporations not only 
to set up increased reserves for taxes 
out of their second quarter earnings, 
but also to increase the tax reserves set 
up at the old rates against first quarter 
earnings; and in most cases these ad- 
justments were charged against second 
quarter operations. In a few cases 
where companies have made no attempt 
in their interim statements to compute 
the amount of Federal income and ex- 
cess profit taxes payable, the reported 
“net profit” is before allowance for 
such taxes, which has the effect of over- 
stating real earnings. 

Other factors which, although not 
applying to business generally, affected 
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to an important extent the second quar- 
ter profits of some companies, were the 
reduction or suspension of income from 
foreign subsidiaries, branches or agen- 
cies, and the decline in prices of certain 
commodities (food, textile, metal, etc.) , 
which necessitated inventory adjust- 
ments. 


As pointed out heretofore, the 
promptly published figures of leading 
corporations are useful as indicating 
the trend of profits, but do not provide 
an accurate measure of average rate of 
earnings for business as a whole. The 
latter can be found only in the official 
“Statistics of Income.” 


FDIC REPORT SUMMARY 


By Leo T. CRowLey 
Chairman, Federal Deposit Insurance Corporation, Washington, D. C. 


ITH the outlay of about $80 mil- 

lion during the first six months 

of 1940—largest disbursements 
for any six-month period since the be- 
ginning of deposit insurance—the Fed- 
eral Deposit Insurance Corporation 
brought near completion its program 
for the rehabilitation of banks in the 
system that have constituted a substan- 
tial hazard. 

From the beginning of deposit insur- 
ance on January 1, 1934, through June 
30, 1940, the corporation cleaned up 
342 banks having deposits of more than 
$431 million and 1,111,535 depositors. 
The corporation’s gross outlay for pro- 
tection of depositors in these cases 
amounted to about $200 million. Of 
this amount about $46 million or about 
21 per cent, is estimated as the eventual 
loss. 

Despite unprecedented expenditures 
during the first six months of 1940, the 


surplus of the corporation increased |hy 
about $15,676,000, amounting to $180,- 
265.000 as of June 30, 1940. 

Protection of all but 1,651 of the 
1,111,535 depositors was extended in 
the 342 insured banks closed or merged 
with the aid of FDIC loans through 
June 30, 1940. Total deposits of these 
banks were $431,000,000, of which 97.8 
per cent was made promptly available. 

There occurred during the first six 
months of 1940 a net reduction of 55 
in the number of insured banks, 82 
banks having been eliminated, while 
only 27 banks were admitted to insur- 
ance. 

It now appears that the capital and 
surplus of the corporation will have in- 
creased to about $500,000,000 by the 
end of 1940. It might soon, therefore, 
be appropriate to give consideration to 
a reasonable reduction in the rate of 
assessment paid by banks. 


“BUSINESS AS USUAL” 


Business Bulletin, The Cleveland Trust Company, Cleveland, Ohio 


USINESS as usual has character- 
B ized the first half of 1940 in this 

country, and one cannot help 
wondering if it has not been too much 
as usual. Certainly the statistics of 
business reveal little evidence to indi- 
cate that we have been putting our 
maximum energies into a great national 
effort for rearmament. In the first six 
months of 1940 our national income 
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was about 5 per cent greater than it 
was in the first half of 1939. In the 
same period the physical volume of our 
industrial production showed a larger 
increase, for it was nearly 13 per cent 
greater than it had been in the first six 
months of 1939. 

Freight moved on our railroads in- 
creased nearly as much as did the vol- 
ume of industrial production, and 
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showed an increase of more than 10 
per cent over the loadings of the same 
period in 1939. Business transactions 
settled by means of check payments in- 
creased about as much as did national 
income, as might well have been ex- 
pected, and they were nearly 5 per cent 
greater than those recorded in the first 
half of last year. These are not very 
impressive increases. 

Despite widely discussed instances of 
industrial building for increasing ca- 
pacity to produce war materials, and of 
new housing to make homes for the 
workers, the total of new construction 
of all kinds in the first half of 1940 
was about 8 per cent smaller than that 
carried through in the first six months 
of 1939. There was some decrease in 
unemployment in 1940 as compared 
with the corresponding months of 1939, 


and it appears to have amounted to 
about 7 per cent, but it still left some 
nine millions of unemployed in June of 
this year. 

There has been little new corporate 
financing in recent months, and almost 
none for the purpose of increasing in- 
dustrial capacity for producing war 
materials. The totals for non-financial 
corporations during the first half of 
1940 have been about 7 per cent less 
than those of the first six months of 
1939. The increase in stock trading on 
the New York Stock Exchange has been 
moderate, and has exceeded that of the 
first half of last year by some 17 per 
cent. All in all the record has been 
one of business as usual, and on a com- 
paratively low level of industrial and 
financial activity. Perhaps the next six 
months will be less usual. 


DEBT BURDEN HAMPERS CREDIT EXPANSION 


Business Conditions Weekly, Alexander Hamilton Institute, Inc., New York City 


HE total debt in the United States, 

including both public and private 

debt, was reduced from $172,600,- 
000,000 in 1929 to $148,900,000,000 in 
1934. Since 1934 the debt has shown 
an upward trend. In 1939, it amounted 
to $162,700,000,000, or only $9,900,- 
000,000 less than in the pre-depression 
year of 1929. 

The reduction in the debt from 1929 
to 1934 was due entirely to a decline 
in the private debt from $143,700,000,- 
000 to $111,400,000,000. 

While the private debt declined from 
1929 to 1934, the public debt increased. 
Part of this increase in the public debt 
was due to a rise in state and local 
debts. Most of the rise in the public 
debt, however, was due to an increase 
in the Federal debt from $15,700,000,- 
000 to $22,000,000,000. 

Practically all of the increase in the 
total debt in the United States from 
1934 to 1939 was accounted for by a 
rise in the public debt. The total pub- 
lic debt rose during this period from 
$37,500,000,000 to $50,800,000,000. 


This increase in the public debt was 
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accounted for almost entirely by a rise 
in the Federal debt from $22,000,000,- 
000 to $35,200,000,000. The increase 
in state and local debt was a negligible 
amount. 

In 1929, the total debt in the United 
States was equal to 42.1 per cent of 
the national wealth. Due to a slight 
increase in the debt in 1930 and a sharp 
drop in the national wealth, the debt 
in 1930 jumped to 50.7 per cent of the 
national wealth. 

While the debt was reduced during 
1931 and 1932, the reduction did not 
keep pace with the deflation in the na- 
tional wealth. Consequently, the debt 
in 1932 was equal to 78.7 per cent of 
the national wealth. Due primarily to 
a rise in the national wealth after 1932, 
the percentage of debt dropped to 45.6 
per cent in 1937. The period of im- 
provement came to an end in 1937. In 
1938, the debt was equal to 50.6 per 
cent of the wealth, while in 1939 it was 
equal to 47.4 per cent of the wealth. 

The relatively heavy debt in the 
United States at the present time is one 
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of the primary reasons why credit ex- 
pansion does not develop. Although 
the banks have sufficient funds to per- 
mit an enormous credit expansion, so 
much of the wealth of this nation is 
encumbered by debt that there is a scar- 
city of collateral. Consequently, it is 


difficult for the available bank funds to 
find employment. The experience dur- 
ing the past decade suggests that any 
extensive period of credit inflation may 
continue to be postponed until some re- 


‘adjustment is made which will lighten 


the present burden of debt. 


DEFENSE AND FEDERAL FINANCE PROBLEMS 


Investment Bulletin, C. F. Childs and Company, New York 


HE nation’s credit is about to be 

employed as never before. It is 

going to be used for a purpose 
which suits everybody, namely, unsur- 
passed national defense in the Western 
Hemisphere. It will be needed also to 
safeguard our trade and help move our 
products in competitive foreign markets 
everywhere. The resulting Federal debt 
could conceivably rise to $100 billion. 
The limit of the resulting rise in the 
debt will be only confined to the pub- 
lic’s “will” to support it. The debt 
cannot safely be stretched, however, be- 
yond orthodox methods relied upon to 
redeem it, Therefore, taxes and sac- 
rifices needed to repay the debt concern 
the affairs of every citizen. The cause 
and purpose should justify the public’s 
acquiescence. The Government can 
wisely suspend all public works not 
essential to public welfare; curtail all 
Government activities to permit con- 
centration on staggering armament ex- 
penditures without undermining na- 
tional credit. Obviously, America has 
been living beyond its means. Capital 
reserves and future production have 
already been mortgaged. 

Government credits and loans from 
banks must later be liquidated by reve- 
nue from taxes or by direct loans of 
the public to the Government. Every 
compulsory payment to the Govern- 
ment slows down the economic machine 
unless savings are self-imposed and 
extravagance is curtailed. While the 
banking structure could absorb $5, $10, 
or $15 billion in defense bonds, that 
amount added to existing holdings 
might further unbalance the banks’ 
present capital ratio to deposits, such 
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as 10 to 1, at a time when it might he 
difficult for banks to obtain more capi- 
tal. There are now 2,844 banks insured 
by the Federal Deposit Insurance Cor- 
poration, having a capital of less than 
10 per cent of deposits. 

So long as the Government finances 
itself by selling bonds to banks instead 
of to the public at large, there will he 
mounting bank deposits. Continuing 
that practice until the banks are choked 
with Government securities is a menace 
to national credit and bank solvency, 
and could lead to depreciation of cur- 
rency by the issuance of fiat money 
with which to redeem Government se- 
curities. 

Although future deficits and contem- 
plated borrowings will likely retard 
the potential force of the money sup- 
ply, it is conceivable that the credit 
structure itself may alter current money 
rates in spite of the huge supply of idle 
money. A gradual change could ac- 
company not only intense industrial 
activity to fill Government orders, but 
sentiment also is apt to react naturally 
to a prospective $6 billion deficit, $4 
billion more bond offerings, and Gov- 
ernment expenditures estimated at $13 
billion during this fiscal year. At 
present, however, no indication of ap- 
prehension is discernible. 

Is the present yield level of Govern- 
ment securities reflecting an artificial or 
a genuine credit structure? Money can 
be managed but sentiment and con- 
fidence can never be prognosticated nor 
regimented successfully. During recent 
years the major market influence has 
been the vast idle cash credits evidenced 
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by the excess reserves of member banks 
of the Federal Reserve System. Excess 
reserves, June 28, 1940, totaled about 
$6.770 million. However, there persists 
another market influence, namely, a 
possible German victory which might 
ultimately threaten to isolate, discredit, 


and demoralize the entire capitalistic 
system. That estops the Government 
bond market from moving now to 
higher levels. At present the impatient 
investor, possessing idle capital of un- 
precedented potential buying power, 
awaits developments of the war. 


WAGES AND LIVING COSTS SURVEY 


Northwestern National Life Insurance Company, Minneapolis, Minn. 


UE almost entirely to the effects of 

expansion in war __ industries, 

American families now find ap- 
proximately a hundred million dollars 
a month more in their collective pay 
envelopes than in the summer of 1939, 
just before the outbreak of war threw 
armament buying into high gear. 

At the same time, however, living 
costs, which remained almost stationary 
during 1939 except for a short-lived 
upward flurry at the outbreak of war, 
are now on the rise, due mainly to 
climbing food prices. 

Measuring the effects of pay roll and 
living cost changes on the average 
American’s pocketbook, a “yardstick” 
employed worker’s family, with earn- 
ings of $120 at average 1933 pay roll 
levels and spending the same amount 
for its living at average 1933 prices, 
had to pay out $129.72 in June, 1939, 
to maintain the same standard of living 


as $120 would support in 1933, but 
meanwhile its monthly check had risen 
to $144.71. By June of this year, its 
living expenses were $132.01 for the 
month, and its pay check had increased 
more than $6, to $150.91. 

A month’s supply of food for the 
typical family, costing $30 at average 
1933 prices, cost $34.47 for the same 
items in June, 1939, spurted upward 
to $35.71 in the September flurry as 
war was declared, and then receded. 
But as of June, 1940, a month’s grocery 
bill was $36.15, after three successive 
months of rising food prices and with a 
further rise indicated. Clothing, rent, 
fuel and light, and miscellaneous items 
all showed small increases over the sum- 
mer of 1939, but the transportation item 
showed a slight decrease, due to lower 
gasoline prices.—From a survey made 
by the Family Economics Bureau of the 
Northwestern National Life Insurance 
Company. 


Fifth 1939 Edition 


OF THE 


Banking Law Journal Digest 
Digest of 12,000 Banking Decisions 
Price $6.50 


BANKING LAW JOURNAL, 465 Main St., Cambridge, Mass. 
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Recent Speeches Given Before National, 


Regional or State Groups — Digested 


or Excerpted for Your Convenience ... 


THE BUSINESS OUTLOOK 


By Henry H. Hermann. 


_ Executive Manager, National Association of Credit Men, New York City 


HE late fall months will be un- 

usually active as judged by stand- 

ards of recent years. Retail trade 
should continue showing the improve- 
ment it has registered in the first half 
of the year. The holiday trade this 
year will be larger than that of last 
year. 

An early termination of the war 
(about which many of us have our 
doubts) would temporarily check some 
of the armament business, upon which 
much of our other activity is based, al- 
though the needs in this line for our 
own defense are such that it is incon- 
ceivable there can be much falling off 
of this business in the next six months 
irrespective of the European situation. 

Business men, of course, will recog- 
nize the artificial stimulus in the busi- 
ness recovery. Armament expenditures, 
necessary as they may be for our de- 
fense, do not contribute to the per- 
manent improvement of our standard 
of living as does a normal business re- 
covery. 

Although business will experience 
larger volume and better gross earn- 
ings, as most business men are fully 
aware, taxation programs will recapture 
a great part of the unusual earnings not 
alone in this year but in the years to 
follow. Heavy as our tax burdens have 
been during the past few years, we face 
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a constantly mounting tax bill for at 
least a decade, if not longer. 

In these days, however, with so much 
world chaos and conflict, it is difficult 
to focus attention upon our own imme- 
diate business outlook. The problems 
the world faces are so serious that, by 
comparison, the state of our domestic 
business seems of apparent contem- 
porary insignificance. These problems 
are naturally paramount in the minds 
of business men, because, to a great 
degree, they will determine the course 
of current and future business. 

The people of this country may as 
well make up their minds to face certain 
inevitable facts. The first is that re- 
gardless of how the war abroad is ter- 
minated we in America will occupy the 
unenviable position of having few if 
any friends in Europe or other parts of 
the world. Our friendships will largely 
be limited to our own hemisphere. Ir- 
respective of where our sympathies may 
lie or where our helpfulness is extended, 
when the war ceases much of the world 
will say and believe we profited by it. 

The fact that we have over twenty 
billions of gold in storehouses will in 
itself carry with it blind condemnation, 
however unjust and unfair. A generous 
relief program this winter in the dis- 
tressed areas abroad, a judicious post- 
war redistribution of the gold on a 





sound credit basis may contribute some- 
what to the recapture of a friendly at- 
titude but it cannot wholly overcome 
the thought that will develop in the 
minds of most of the European people: 
that while they were fighting we were 


waxing rich. This is one of the penal- 
ties that a nation with our geographical 
position, which is industriously and 
peacefully developing its own resources, 
must bear—From Mr. Heimann’s 
Monthly Business Review. 


BANK CREDIT IN DEFENSE PLANS 


The Exchange, Monthly Publication 


HETHER it be chiefly the product 

of altered banking laws, or is to 

be credited partly to the increased 
flexibility of the American banking 
mind, the urgent desire of many com- 
mercial banks to stand in the front line 
of suppliers of funds for military pre- 
paredness marks an evolution since the 
days of World War activities. 

Prior to 1933 the prescribed function 
of commercial banks was the granting 
of short-term credit. The cleavage be- 
tween bank credit and loans for capital 
purposes was sharply drawn by prac- 
tice. A point would have been stretched, 
indeed, if a banking leader had spoken 
as George L. Harrison, president of the 
Federal Reserve Bank of New York, 
did recently in notifying the National 
Defense Advisory Commission of the 
position of New York banks toward the 
financing of national defense. 

Mr. Harrison said that fifteen large 
banks were prepared, “to the limit of 
their powers,” to make loans to those 
industries whose expansion, “whether of 
plant, equipment, inventory or labor,” 
was deemed an essential part of the 
Government’s program. He _ recom- 
mended, too, that “the established bank- 
ing system be relied upon, in the first 
instance, as the natural source of any 
additional financing for industrial con- 
‘cerns whose own capital was insufficient 
for the purpose.” 

In presenting so wide a horizon, it 
would appear, on the face, as though 
the head of New York’s Federal Reserve 
Bank proposed to mingle credit and 
capital in a loose and haphazard man- 
ner. Plant and equipment require the 
investment of capital, usually for a term 
of years. While it is hoped that much 
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of the New York Stock Exchange 


of the special facilities demanded for 
the nation’s speedy arming will be less 
necessary after, say, three or five years, 
still such periods would entail capital 
investment in place of short credits un- 
der older banking processes, and would 
not lend themselves to ordinary banking 
accommodation. But times change and 
laws are subject to amendment! 

Out of the stress which accompanied 
banking troubles in 1933 came changes 
of statutes. The maturities of credit 
under certain classifications were made 
permissible up to ten years. Thus a 
gap was closed between the limits of 
credit and the encroaching fringe of 
capital usages. Mr. Harrison’s offer to 
the Government only casts modern 
banking practice into sharp relief 
against the Federal need for a vast vol- 
ume of mobile funds. 

Two parallel developments of sig- 
nificance to investment and _ business 
promise to stem from the banking pro- 
posal to have bank resources considered 
first in Government preparedness plans. 
Should the offer be accepted and loans 
be expanded on a wide front, the Fed- 
eral Reserve System’s $6,800,000,000 of 
surplus reserves would supply their own 
commentary upon the power of avail- 
able bank credit. What, then, about the 
situation of the investment industry 
which, ordinarily, could be expected to 
meet a call for private capital for the 
defense mechanism’s enlargement? 

With commercial banking sinews so 
extensive, it could be reasoned that low 
lending rates at banks might throttle 
private capital loans for defense enter- 
prises. Experience suggests, however, 
that any breaking of the present log- 
jam, which finds both bank credit and 
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private funds backed up against a slug- 
gish industrial demand, would react in 
a general awakening of the capital mar- 
ket. Once the flow of funds from the 
banks into industry began to gather 
headway, private capital would be 
aroused into action. 

Whether bank credit or private capi- 
tal proves to be the more important in- 
strument for the common task, the 


presence of abundant funds at the Gov- 
ernment’s elbow has a significant bear- 
ing upon taxation. Adequate private 
funds for extending production facil- 
ities mean a degree of freedom for tax 
monies for other purposes; for support- 
ing the military structure, as an ex- 
ample, and the periodic amortization of 
industrial loans for preparedness work, 
for which public funds will pay. 


UNIFYING EFFECTS OF FEDERAL RESERVE SYSTEM 


By M. S. Szymczak 


Member, Board of Governors, Federal Reserve System, Washington, D. C. 


HE real importance of the Federal 

Reserve System lies in the power 

which its discounts and its open 
market operations give it over the vol- 
ume of member bank reserves. The vol- 
ume of these reserves determines the 
ability of member banks to extend 
credit. This volume of reserves is it- 
self subject to the open market policy 
of the Federal Reserve System. Dis- 
counts and loans are transactions in- 
itiated by individual banks for the 
replenishment of their reserves. Open 
market operations are transactions in- 
itiated by the Federal Reserve System 
for the purpose of influencing member 
bank reserves in general—sometimes in- 
creasing them, sometimes decreasing 
them. 

When the Federal Reserve banks buy 
bills and securities, the transaction has 
the effect of augmenting the reserves of 
member banks, for the funds with 
which the securities are purchased find 
their way into the member banks’ re- 
serve accounts. When the Federal Re- 
serve banks sell bills and _ securities, 
the transaction has the effect of decreas- 
ing member bank reserves, for the funds 
paid to the Reserve banks for the se- 
curities come out of the member banks’ 
reserve accounts. 


Since purchases and sales are made 
in the open market, their effect is gen- 


eral. Some banks will feel a given 
transaction less directly than other 


banks, but the effect in any event is to 
make reserves in the aggregate either 
more abundant or less abundant. Their 
effect is general, and they tend to 
counter-balance those conditions when 
banks as a whole have insufficient re- 
serves to enable them to meet the re- 
quirements of their customers, or when 
their reserves are large and a tendency 
to speculative demand for credit de- 
velops. 


Under the Federal Reserve System, 
banking is drawn into one interrelated 
organization in which measures can be 
taken for banking as a whole. The Sys- 
tem gives nation-wide unity to the bank- 
ing and monetary function. It makes 
possible the application of broad, regu- 
latory, and corrective measures. In do- 
ing this the Federal Reserve System has 
not diminished the importance of the 
individual bank’s position nor of indi- 
vidual relationships. On the contrary, 
the position of the individual bank has 
been improved, for as I have said, the 
Federal Reserve Bank is always ready 
and able to meet the individual bank- 
er’s needs. That is its business. But 
aside from this improvement in indi- 
vidual relationships, there has come the 
addition of a general over-all inter- 
relationship which knits individual 
banks for certain essential purposes 
into one unified system.—From a re- 
cent address at the School of Social 
Science, Catholic University of America, 


Washington, D. C. 
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Fire Prevention Week 


Timely tie-ups for safe deposit ad- 
vertising will be found during the week 
of October 6, which has been set aside 
by Presidential proclamation as Fire 
Prevention Week. At that time atten- 
tion will be focused on the fact that 
10,000 persons are burned to death and 
$300,000,000 worth of property is de- 
stroyed by fire annually in this country. 


California Bank Ad Awards 


In an advertising awards contest 
sponsored by the Advertising Club of 
Los Angeles, California, Bank news- 
paper ads prepared under direction of 
Rod Maclean, manager of the bank’s 
advertising and publicity department, 
received first award in the local news- 
paper division for the excellence of its 
ads in furthering the bank’s campaign 
for all types of loans. A second award 
went to the bank for its local advertis- 
ing campaign, and a third award for 
Maclean’s layouts of direct advertising 
pieces. 


“Don’t Borrow Money’’ 


is the unusual bank advertisement 
caption used recently by The Irvington 
National Bank, Irvington, New Jersey, 
in a newspaper ad. Copy continues: 
“unless it becomes absolutely necessary 
or unless you can profitably employ 
borrowed funds. Nobody likes to bor- 


row money. However, there are times 


dvertising and 
ublie Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


when it is wise or expedient to do so. 
When that time comes we can help you 
by advancing your income. You may 
repay in convenient monthly _instal- 
ments.” 


Summer Resident Campaign 


A campaign that is paying its way 
in new checking account business 
gained, and that is bringing favorable 
comments from the community, is the 
“summer resident” campaign of The 
Newton Trust Company, Newton, New 
Jersey. 

Newton is a town of approximately 
5,000 population. In part, for regular 
year-round clientele, the Newton Trust 
can rely on town business as well as 
customers drawn from the countryside. 
But in the summertime the population 
of Newton and neighboring Sussex 
County swells appreciably due to the 
influx of summer residents. 

For the past three years, the Newton 
Trust Company has run summer cam- 
paigns introducing Newton and Sussex 
County to these summer residents. This 
year, to give Newton store owners a 
direct, profitable boost, the campaign 
specifically urged summer residents to 
do their summer shopping in Newton. 
A typical message in one of these ads 
suggests: “If you overlooked anything 
in your shopping back home, don’t fuss 
and fume! Newton’s modern stores 
have exactly what you want. You won’t 
be sold colors that clash, patterns that 
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“EYE-CATCHERS” 


These bank ads caught our eye 
and made us read the ad. How 
about you? 


Has the Weather Got Your 
Goat? 


—State-Planters Bank and Trust 
Company, Richmond, Va. 


Yesterday’s Will May Bring 
Tomorrow’s Injustice 
—Industrial Trust 


Providence, R. I. 


Company, 


He Lives in Darkest Africa... 
But Banks in the ‘‘Home’’ 
—Home Savings Bank, Boston, 


Mass. 


The War That Took 3,000 
Years to Win 


—Power City Trust Company, 
Niagara Falls, N. Y. 


Blitzkrieg in Holland Created a 
Critical Problem for a Trustee 
in St. Louis 
—St. Louis Union Trust Com- 
pany, St. Louis, Mo. 


scream, paint that peels . .. or food 
which isn’t the freshest of fresh! And 
youll find a doubly friendly reception 
. . . because you are a summer resi- 
dent. Drop in... get acquainted!” 

In connection with the newspaper 
ads, the bank also made two mailings. 
One, a letter to summer residents, re- 
peated the invitation to do their sum- 
mer shopping in Newton. The other, a 
letter and a folder, went to local mer- 
chants and emphasized the newspaper 
and mail campaign. 

In both the consumer letter and the 
newspaper series, the bank invited 
checking accounts, pointing out for ex- 
ample: “You need TWO checking ac- 
counts—one home, one HERE. Why 
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risk losing cash? Enjoy checking ac- 
count convenience all year ’round. Open 
a second account in the Newton Trust! 
Safety . . . economy... . prestige,” 

A. W Lewin, president of A. W. Lewin 
Co., Inc., Newark, New Jersey, who pre- 
pared the campaign, reports that mer- 
chants have responded wholeheartedly 
in endorsing the drive, and favorable 
comments have been received both as 
to the effectiveness of the campaign and 
the progressive banking spirit which in- 
spired it. He also reports that, while it 
is too early now to summarize complete 
results, they know definitely that the 
campaign has paid its way. 


Perkins Memorial Issue 


Devoted entirely to a memorial for 
the late James H. Perkins, chairman of 
the board of the National City Bank of 
New York, the August 1 issue of Num- 
ber Eight, the bank’s house magazine, 
contains a brief biography, memorial 
resolutions, note and letters by Mr. P’er- 
kins on his war experience, messages 
of condolence, and numerous _photo- 
graphs. This beautifully prepared me- 
morial issue ends with an excerpt from 
one of Mr. Perkins’ last messages: “The 
best way is for each of us quietly, with- 
out excitement or fear, to do the daily 
job before us.” 


Defense Program Financing 


Captioned “Bank Loans for Stepping 
Up National Defense,” a timely news- 
paper advertisement of the First Na- 
tional Bank in St. Louis, Mo., reads: 

“Many business and industrial con- 
cerns of this area are planning to co- 
operate in the National Defense Pro- 
gram through execution of defense or- 
ders. In some instances this will re- 
quire plant, equipment, inventory or 
labor expansion for increased produc- 
tion. 

“The First National Bank in St. Louis 
fully realizes the importance of the Na- 
tional Defense Program and_ stands 
ready to make loans to business and 
industry for that purpose. Applications 
for such loans will be given our imme- 
diate and consistent attention. 
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“Inquiries are invited, and you may 
be assured of our sincere desire to be 
of any possible assistance.” 


War and Trust Service 


An interesting and timely tie-up be- 
tween today’s rapidly moving events 
and trust service is made in a recent 
newspaper advertisement of the State- 
Planters Bank and Trust Company, 
Richmond, Virginia Captioned “Before 
It Is Too Late . . . !” the ad continues: 

“In thirty-seven days Holland, Bel- 
gium and France crumbled . . . under- 
mined by delay in the building of ade- 
quate defenses. What a ghastly example 
of the needless loss and suffering caused 
by procrastination . . . caused by not 
acting until too late! 

“Just as inadequately protected na- 
tions invite destruction, so do the in- 
adequately protected estates of individ- 
ual men and women invite shrinkage 
and dissipation. The insidious destroyer 
of both is delay in the development and 
maintenance of up-to-date defenses. 
Constant vigilance is their only pro- 
tector. 

“Now, more than ever before, it is 
vitally necessary that you create an ade- 
quate plan for the protection of your 
estate . . . or modernize your existing 
arrangements to meet today’s rapidly 
changing conditions. The incredible 
happenings of the past two months echo 
the warnings of history, ‘Act . . . be- 
fore it is too late!’ And remember the 
facilities of this seventy-five year old 
institution stand ever ready to carry out 
your plans for guarding your estate.” 


Yonkers Dollars at Work 


In a cleverly illustrated little booklet 
titled “Seeing Yonkers Dollars at 
Work,” the Central National Bank of 
Yonkers, New York, takes the reader 
on a tour of the bank, showing how 
they serve the community by keeping 
its dollars at work, and suggesting the 
many ways they can be useful to the 
reader. The booklet is in conversa- 
tional, personally-conducted-tour vein— 
a foreword explaining: “This sightsee- 
ing tour begins and ends at Central 


National Bank, 38 South Broadway, 


Yonkers. Tour takes four minutes. 


Kindly follow the guide.” 


Insurance Loans 


An interesting approach to their in- 
surance loan service was utilized by the 
First National Bank, Mount Vernon, 
New York, in a recent newspaper ad. 
Captioned “$61,131,000 of Life Insur- 
ance in Mount Vernon,” the ad reads: 

“There is, according to latest esti- 
mates, $861 of life insurance in force 
today for every person in this country. 
That amounts to $61,131,000 for Mount 
Vernon with its population of about 
71,000. 

“However, this makes no allowance 
for the thousands of dollars which have 
been borrowed against life insurance 
policies in recent years. Have you a 
loan against your policies? Do you 
know how much interest you are pay- 
ing? 

“Why not find out what the same 
loan would cost at the First National 
Bank? If we can save you money, we 


will pay your present loan and replace 


To Help You Pay 
YOUR INCOME TAX 


Next April 30th 


It is none too soon to begin to provide funds for paying your 
necessarily increased income tax when it falls due next April. 
Here is a practical plan: 


An INCOME TAX Savings Account 


Open immediately at the Bank a special savings 
account just for income tax purposes, and deposit 
each week, each fortnight or each month enough of 
your income to accumulate by next April the full 
amount of your tax. By faithfully following this 
plan you will be fully prepared and will avoid 
embarrassment. 


The Bank ot Montreal is glad to offer this special service to 
make it somewhat casier for you to meet your tax obligation to 
help our country. 


BANK OF MONTREAL 


ESTABLISHED 1817 


“A BANK WHERE SMALL ACCOUNTS ARE WELCOME” 
A 


A special savings account for ac- 

cumulating income tax funds is sug- 

gested in this recent newspaper 

advertisement of the Bank of Mon- 
treal, Canada. 
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WE MAKE 


LOANS 


Printed in royal blue, deep red and 
bright yellow, in size 12 by 16 inches, 
the above display card is available 
to banks qualified to make Title I 
FHA loans. Banks may order (ask 
for Form No. 246) direct from 
FHA headquarters in Washington, 
or through any of the FHA’s field 
offices. 


it with a First National Bank life insur- 
ance loan. Talk with us confidentially 
and without obligation.” 


Carrel in Public Relations 
The National City Bank of New York 


announces appointment of Granville S. 
Carrel, assistant cashier, as head of the 
bank’s public relations department. The 
work will continue to be under the 
supervision of J. J. McNamee, assistant 
vice-president, and J. J. Lawlor will be 
Mr. Carrel’s assistant. 


*‘Loans for Defense’’ 


is the caption of a newspaper adver- 
tisement carried by The American Na- 
tional Bank, Nashville, Tenn., recently. 
Copy reads: “The great need of today 
is national defense, and many progres- 
sive institutions . . . including banks 

. are doing their part in our pre- 
paredness program. 

“The American National Bank is 
vitally interested in our national de- 
fense ... is glad to grant loans to 
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those industries producing materials for 
this urgent need. 

“If a loan would help your business 
in fostering our preparedness program 
we urge you to consult our officers im- 
mediately.” 


FHA Fall Campaign 


Now getting under way is a nation- 
wide campaign to promote property 
modernization and repair, with empha- 
sis on the “pay by the month” plan. 
Patterned closely after last summer’s 
similar and highly successful cam- 
paign, the drive will again stress “Fix 
Up Your Home! Modernize,” and con- 
venient monthly payments on the FHA 
plan of instalment buying will be 
featured. 

With applications for loans steadily 
rising and at present averaging about 
10,000 a week, FHA officials feel that 
property improvement is far from the 
saturation point, in fact that it is only 
beginning. They have therefore pre- 
pared literature and display material 
for use by banks and the building trades 
in this modernization campaign. This 
material is available at headquarters in 
Washington, or through FHA’s sixty- 
four field offices. 

Special posters reading “We Make 
Loans to Modernize,” have been pre- 
pared for bank window and counter dis- 
play, as well as FHA literature. 
Material for dealers in the building 
trades include window displays, window 
streamers, newspaper advertisements, 
etc. 

A car card is being released for na- 
tional distribution in trains, cars, and 
buses. Special radio programs are be- 
ing arranged locally by state and dis- 
trict offices of the FHA, and it is antici- 
pated that a technicolor movie, similar 
to last year’s “Miracles of Moderniza- 
tion,” will be prepared for release to 
motion picture houses all over the 
country. Such a film would show actual 
transformations that modernization can 
make in a series of colorful “befores 
and afters.” It is estimated that nearly 
100,000,000 people view these FHA- 
sponsored films. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Birdzell to Bank of America 


Judge L. E. Birdzell, formerly Chief 
Justice of the Supreme Court in North 
Dakota, and from 1933 to August 1, 
1940, General Counsel of the FDIC, 
has become associated with the Bank 
of America, N. T. & S. A., as vice-presi- 
dent and senior trust officer, succeeding 
the late William J. Kieferdorf, who oc- 
cupied the position until his death last 
December. 


Rentschler Elected Chairman 


Gordon S. Rentschler, who has been 
president of The National City Bank of 
New York since 1929, has been elected 
chairman of the board of directors and 
chief executive of the bank, to succeed 
the late James H. Perkins. W. Ran- 
dolph Burgess continues as vice chair- 
man of the board and a director, but 
was elevated to second in command 
whereas formerly he was third. Wil- 
liam Gage Brady, Jr., was elected presi- 
dent and a director, having been pre- 
viously a senior vice-president. 


Continental Anniversary 


The Continental Bank and Trust 
Company of New York recently cele- 
brated its seventieth anniversary. With 
$64,475,000 in deposits, this bank is in 
the unusual position of having only 
3.500 depositors in comparison with 
6.000 stockholders—the result of its 
policy of developing a selective, special- 
ized commercial banking business. 


Stenographic Manual 


An excellent manual, providing real 
practical guidance and assistance to the 
stenographic department, was prepared 
recently for use in their own bank by 
the Continental Illinois National Bank 
and Trust Company of Chicago. As ex- 
plained in a foreword, the manual, an 
87-page, spiral-bound booklet, “is pri- 
marily to provide reasonably compre- 
hensive standards, which are in con- 
formity with good usage, for the letters, 
telegrams, and memorandums of the 
Continental Illinois National Bank and 
Trust Company of Chicago. The man- 
ual, in part, is also intended to be a 
guide in typing and printing other mat- 
ter for the bank.” 

Contents include rules and sugges- 
tions for: Style of letter, forms of ad- 
dress, the envelope, telegraphic mes- 
sages, memorandums, abbreviation, 
capitalization, numbers, punctuation, 
spelling, similar words, words often 
misspelled, and word division. 


HOLC Term Extensions 


Less than 30 per cent of the original 
borrowers still on the books of the 
Home Owners’ Loan Corporation have 
asked for the lower payments and ex- 
tended terms available to them under 
the Mead-Barry Act, a survey reveals. 
Although the extension amendment un- 
doubtedly will aid many borrowers to 
save their homes, the significant conclu- 
sion to be drawn, according to the 


HOLC, is that more than 600,000 bor- 
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rowers—in an almost hopeless plight 
seven years ago—have recovered to the 
point where they seek no further aid 
than was provided under the original 
HOLC Act in working out their own 
rehabilitation. 

Of vital importance also, according 
to John H. Fahey, chairman of the Fed- 
eral Home Loan Board, which directs 
the HOLC, are arrangements which have 
been completed with more than 275,000 
borrowers to prevent future tax delin- 
quencies—one of the primary causes of 
foreclosures. These borrowers have 
signed agreements whereby they make 
monthly payments on their taxes. 


“Right now there are about 50,000 
other borrowers delinquent in tax pay- 
ments,” said Mr. Fahey. “Only 20 per 
cent of them are behind in their pay- 
ments to the HOLC, yet they are en- 
dangered by those tax delinquencies. 
Once we clear up this situation, it can 
be said that the dangers of foreclosure 
for those borrowers largely will have 
been removed.” 


N. Y. Savings Life Insurance 


Over $10,000,000 of savings bank life 
insurance has now been issued “over 
the counter” to residents of the State 
of New York by mutual savings banks, 
according to an announcement by 
Judge Edward A. Richards, president 
of the Savings Bank Life Insurance 
Fund and president of the East New 
York Savings Bank, Brooklyn, N. Y. A 
substantial percentage of these policies 
has been for $500 or less, it is stated. 

“While this may seem like a small 
amount as compared with the many bil- 
lions of life insurance in _ force 
throughout the country,” Judge Rich- 
ards said, “it must be remembered that 
savings bank life insurance is ‘bought,’ 
not ‘sold,’ and that no more than $3,000 
of insurance can be purchased by any 
one individual. Further, this low-cost 
insurance has been available in New 
York State for only a little over a year 
and a half, and during the early months 
of operation was offered by only three 
banks. Its growth at so rapid a rate 
is evidence of the demand for low-cost 
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over-the-counter life insurance among 
voluntary purchasers. 

“Savings bank life insurance does not 
reach the person who has to be sold. 
The individual must take the initiative 
by applying for it at a savings bank. 
To such individuals it offers very liberal 
policies at low cost.” 

The savings bank life insurance law 
under which authorized mutual savings 
banks in New York may issue life in- 
surance policies through _ specially 
created departments of the banks with- 
out solicitation or the payment of any 
sales commissions was sponsored by 
Governor Lehman and enacted by the 
State Legislature in 1938. The law be- 
came effective on January 1, 1939, since 
which time. seventeen mutual savings 
banks have been authorized to provide 
life insurance “over the counter.” The 
life insurance departments of the sav- 
ings banks are operated on the same 
mutual basis as are the _ institutions 
themselves. 

According to Judge Richards, recent 
amendments to the law are expected to 
bring about participation in the savings 
bank life insurance system by a number 
of additional banks, and a consequent 
extension of the savings provided to 
policyholders through this form of life 
insurance, 


ABA Convention Program 


Completion of the programs for the 
annual meetings of the four divisions 
of the American Bankers Association, to 
be held during the ABA convention at 
Atlantic City, September 23-26, is an- 
nounced. All four meetings will be 
held on Monday, September 23, at 
Haddon Hall, which is the convention 
headquarters hotel. 

Dr. W. Randolph Burgess, vice chair- 
man of the board of the National City 
Bank of New York, will address the 
National Bank Division meeting on the 
subject of “Financing the Defense Pro- 
gram.” Dr. Marcus Nadler, professor 
of finance at New York University, and 
Melvin Rouff, president of the National 
Bank Division, will also deliver ad- 
dresses, the subjects of which are to be 
announced later. 
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The State Bank Division will hear at 
its meeting, William S. Elliott, presi- 
dent of the Division; William A. Mc- 
Donnell, executive vice-president of the 
Commercial National Bank, Little Rock, 
Arkansas, who is immediate past presi- 
dent of the Arkansas Bankers Associa- 
tion; and Dr. William A. Irwin, national 
educational director of the American 
Institute of Banking. Dr. Irwin will 
speak on “The System of Free Enter- 
prise—An Answer to its Critics.” Mr. 
Mr.Donnell’s topic remains to be an- 
nounced. 

The Savings Division meeting will be 
addressed by A. George Gilman, presi- 
dent of the Division, and Dr. Paul F. 
Cadman, economist of the ABA. The 
mecting will also see a moving picture 
produced by the United States Chamber 
of Commerce entitled, “Free Men Make 
a Nation.” 

The annual meeting of the Trust Di- 
vision will be featured by a symposium 
on “The Job Ahead for Trust Service,” 
participated in by four or five of the 
Division’s past presidents. These in- 
clude Gilbert T. Stephenson, director of 
trust research of The Graduate School 
of Banking; Leon M. Little, vice-presi- 
dent of the New England Trust Com- 
pany, Boston; Robertson Griswold, 
vice-president of the Maryland Trust 
Company, Baltimore; Samuel C. Waugh, 
executive vice-president and trust offi- 
cer, The First Trust Company, Lincoln, 
Nebraska, and Merrel P. Callaway vice- 
president, Guaranty Trust Company, 
New York. 

In each of the division meetings there 
will be reports of committees and other 
business and the election and installa- 
tion of new officers. 

The program for the general sessions 
of the convention was announced in the 
July issue of THe BANKERS Macazine. 
It will include a ceremony to honor 
U. S. Senator Carter Glass for his 
services to American banking, scheduled 
for Thursday, September 26, and ad- 
dresses by Governor Clyde R. Hoey of 
North Carolina; E. S. Woosley, vice- 
president of the Louisville Trust Com- 
pany, Louisville, Kentucky; and Robert 
M. Hanes, president of the ABA. 
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On Tuesday, Wednesday and Thurs- 
day, September 24, 25 and 26, there 
will be a series of round table confer- 
ences on new business development, 
real estate, operating problems, and 
consumer credit. 

At the round table on new business 
development, Tuesday, September 24, 
William Powers, director of customer 
relations, American Bankers Associa- 
tion, will lead a discussion on “The In- 
fluence and Value of Bank Staff Con- 
tacts.” C W. Bailey, president of the 
First National Bank, Clarksville, Tenn., 
will lead a discussion on “How to Sur- 
vey Your Trade Area;” and C. C. Neu- 
mann, president of the Nebraska Bank- 
ers Association and president of the 
Farmers and Merchants National Bank, 
Oakland, Nebraska, will lead a discus- 
sion on “Liquidity of Loans Made to 
Farmers.” 

This round table will be immediately 
followed by a panel discussion on “New 
Business Development” participated in 
by all three of the discussion leaders and 
conducted by A. G. Brown, deputy 
manager of the ABA in charge of the 
Agricultural Credit Department. 

The round table conference on real 
estate, Tuesday, September 24, will be 
featured by an “Information Please” 
type of discussion. Questions will be 
asked by Dr. Ernest M. Fisher, director 
of research in mortgage and real estat? 
finance, American Bankers Association. 
Questions will be answered by Frederick 
M. Babcock, assistant administrator, 
Federal Housing Administration, Wash- 
ington, D .C.; William A. Marcus, vice- 
president, American Trust Company. 
San Francisco; Earl B. Schwulst, first 
vice-president, The Bowery Savings 
Bank, New York; and William W. 
Slocum, president, The United Savings 
Bank of Detroit. 

At the round table on _ operating 
problems, Wednesday, September 25. 
Ernest S. Woolley, bank analyst. will 
lead a discussion on “Productive Work 
Planning.” Maurice L. Breidenthal, 
president, Security National Bank, 
Kansas City, Kansas, will lead a dis- 
cussion on “Research, Analysis and 
Budgetary Control as an Aid to Bank 
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Management;” Louis W. Bishop, cash- 
ier, State-Planters Bank and Trust Com- 
pany, Richmond, Virginia, will lead a 
discussion on “Greater Efficiency and 
Increased Earnings Through Simplifica- 
tion of Bank Operating Forms.” 


At the consumer credit round table, 
Thursday, September 26, Kenton R. 
Cravens, vice-president, Cleveland Trust 
Company, will speak on “Automobile 
Finance,” and a question and answer 
panel discussion will be conducted by 
Walter B. French, deputy manager in 
charge of the ABA Consumer Credit 
Department. Mr. French will ask the 
questions and the answers will be given 
by Mr Cravens; John H. Lucas, vice- 
president, Peoples-Pittsburgh Trust 
Company, Pittsburgh; and George A. 
MacLachlan, vice-president, National 
Bank of LaCrosse, LaCrosse, Wisconsin. 


The fortieth anniversary of the Ameri- 
can Institute of Banking will be cele- 
brated at the first general session of the 
convention Wednesday, September 25. 
At this ceremony Harry R. Smith, retir- 
ing president of the AIB, will introduce 
the past national presidents and will 
conduct the installation of Dr. William 
A. Irwin, who is national educational 
director of the Institute. 

The election of New ABA officers will 
be held on Thursday morning, Septem- 
ber 26, and their inauguration will en- 
sue at an inaugural ceremony Thursday 
evening, at which John Charles Thomas, 
noted American baritone, and the Uni- 
versity of Pennsylvania Chorus, will 
sing. 


Federal Tax Pamphlet 


The Manufacturers Trust Company, 
New York City, is distributing a 
pamphlet “Revenue Act of 1940,” which 
contains the text of the new bill recently 
signed by the President, together with 
a summary of its important provisions 
as well as explanatory tables. 


Foreign Exchange 


Exclusive agent for sale of the book 
“Foreign Exchange. by F. J. Docker 
(reviewed in THE BANKERS MAGAZINE 
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for March, 1940) in North and South 
America is the Chemical Publishing Co., 
Inc., New York City. Price of the book 
is $6.00. 


© 
Convention Dates 


NATIONAL 


September 18-20—National Association of 
Supervisors of State Banks, Richmond, 
Va. 


September 19-21—National Association of 
Bank Women, Hotel Dennis, Atlantic 
City, N. J. 


September 22-26—American Bankers Asso- 
ciation, Atlantic City, N. J. 


September 30-October 2—Morris lan 
Bankers Association, Hotel Del Monte, 
Del Monte, Calif. 

September 30-October 2—Robert Morris 
Associates, Hot Springs, Virginia. 
October 2-4—Mortgage Bankers Associ 

tion, Chicago, II. 


October 16-19—National 
Bank Auditors 
Louis, Mo. 


Association of 
and Comptrollers, St. 


October 28-30—Financial Advertisers As- 
sociation, The Homestead, Hot Springs, 
Virginia. 

November 11-15—United States 
and I.oan League, Chicago, III. 


Savings 


STATE AND REGIONAL 


September 6—Delaware Bankers Associa- 
tion, Indian Beach Club, Rehoboth 
Beach, Del. 


September 9-11—Iowa Bankers Association, 


Fort Des Moines Des Moines, 


Iowa. 


Hotel, 


September 9-13—Tennessee Bankers Con- 
ference, University of Tennessee, Knox- 
ville, Tenn. 


September 12-14—Massachusetts 
Banks Association, New Ocean 
Swampscott, Mass. 


Savings 
House, 


October 2-4—New York State Savings 
Banks Association, Lake Placid Club, 
Lake Placid, New York. 


October 9-11—Kentucky Bankers Associa- 
tion, Louisville, Ky. 


October 24-25—Nebraska Bankers Associa- 
tion, Lincoln, Nebraska. 


November 7-8—ABA Mid-Continent Trust 
Conference, Chicago, Illinois. 
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